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Application of GP II Energy, Inc. for approval of a waterflood projecé_E dgj
County, New Mexico. ‘

Dear Ms. Wrotenbery:

Enclosed in triplicate is the application of GP II Energy, Inc. for statutory unitization of the
Square Lake Unit and two copies of Oil Conservation Division Form C-108 which is GP 11
Energy, Inc.’s application for a waterflood project in this unit. Drafts of legal advertisements
for each application are also enclosed. GP II Energy, Inc. requests that these applications be
placed on the Division Examiner Hearing docket presently set for January 7, 1999.

Very truly yours,

A

WILLIAM F. CARR

WFC:mlh
Enclosures
cc:  Mr. M. A. Sirgo (w/enclosures)



STATE OF NEW MEXICO
DEPARTMENT OF ENERGY, MINERALS AND NATURAL RESOURCES
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION OF
GP 11 ENERGY, INC. FOR STATUTORY
UNITIZATION OF THE SQUARE LAKE

UNIT AREA, EDDY COUNTY, NEW MEXICO. ' CASE NO. zg [/ 3
S5 O
v m
APPLICATION Q2
PR

GP II Energy, Inc. ("GP Energy"), pursuant to the provisions of the New Mexwoﬁ

-

Statutory Unitization Act (Sections 70-7-1 through 70-7-21, NMSA, 1978 Comp.) érebz\;}_
applies to the Oil Conservation Division for an order unitizing the Square Lake Unit Area,
Eddy County, New Mexico, and in support of its application states:

1. GP Energy is a Texas corporation authorized to transact business in the State
of New Mexico and is engaged in the business of, among other things, producing and selling
oil and gas.

2. GP Energy seeks an order pursuant to the Statutory Unitization Act providing
for unitized management, operation and further development of the proposed Square Lake

Unit Area which consists of 6120 acres, more or less, of State and Federal lands located in

Eddy County, New Mexico, and is more particularly described as follows:

TOWNSHIP 16 SOUTH, RANGE 30 EAST. NMPM
Section 25: E/2 :
Section 36: N/2



TOWNSHIP 16 SOUTH. RANGE 31 EAST. NMPM
Section 19: S/2

Section 20: S/2
Section 27:  SW/4, S/2 NW/4, NW/4 NW/4, S/2 SE/4, NW/4 SE/4,

SW/4 NE/4 '
Sections 28 through 34: All

A map of the proposed Unit Area is attached to this application as Exhibit A.

3. The vertical limits of the formation to be included within the proposed Unit
Area extends from the top of the Grayburg formation to the base of the San Andres
formation; the geologic markers having been previously found to occur at 3050 feet and 4206
feet on the type log (which is correlative to the interval from 3050 feet to 4206 feet below
the surface measured from the derrick floor which is at an elevation of 3937.5 feet) for the
Zephyr ZQ State Well No. 1 located 330 feet from the North line and 2310 feet from the
East line of Section 32, Township 16 South, Range 31 East, NMPM, Eddy County, New
Mexico.

4. The portions of the reservoirs involved in this application have been defined
by development.

5. The type of operations to be conducted in this Unit initially include secondary
recovery by means of waterflooding. At a later date, carbon dioxide flooding or other
methods of secondary recovery may be conducted in the proposed unit.

6. Attached to this application as Exhibit "B" and incorporated herein is a copy

of the proposed plan of unitization which GP Energy considers fair, reasonable and equitable.

APPLICATION,
Page 2



7. Attached to this application as Exhibit "C" and incorporated herein is a copy

of the proposed operating plan covering the manner in which the unit will be supervised and

managed and costs allocated and paid.

8. GP Energy further states:

APPLICATION,
Page 3

Unitized management, operating and further development of the portion
of the Grayburg and San Andres formations, Square Lake Grayburg-
San Andres Pool, which is the subject of this application, is reasonably
necessary in order to effectively carry on secondary recovery operations
and to substantially increase the ultimate recovery of oil from the
unitized portion of the pool.

Unitized methods of operation applied to this portion of the Square
Lake Grayburg-San Andres Pool are feasible, wiil prevent waste and
will result with reasonable probability in the increased recovery of
substantially more oil from the pool than would otherwise be recovered.
The estimated additional costs, if any, of conducting such operations
will not exceed the estimated value of additional oil recovered plus
reasonable profit.

Unitization and adoption of unitized methods of operation will benefit
the working interest owners and the royalty owners of the oil and gas

rights within this portion of the pool.



e.  GP Il Energy, Inc., as operator, has made a good faith effort to secure
voluntary unitization within the portion of the Square Lake Grayburg-
San Andres Pool affected by this application.

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

9. Statutory unitization of the Square Lake Unit Area, Square Lake-Grayburg-San
Andres Pool, is in the best interest of conservation, the prevention of waste and the protection
of correlative rights.

WHEREFORE, GP II Energy, Inc. respectfully requests that this application be set
for hearing before a duly appointed Examiner of the Oil Conservation Division on J anuafy
7, 1999, and, that afier notice and hearing as required by law and the rules of the Division,
the Division enter its order granting this application statutorily unitizing the Square Lake

Unit Area, Eddy County, New Mexico.

APPLICATION,
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Respectfully submitted,

CAMPBELL, CARR, BERGE
& SHERIDAN, P. A.

By: .
WILLIAM F./[CARR
Post Office Box 2208

Santa Fe, New Mexico 87504-2208

ATTORNEYS FOR GP Il ENERGY, INC.
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
NORTH SQUARE LAKE UNIT
EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 1ith day of December,
1998, by and between the parties subscribing, ratifying, or
consenting hereto, and herein referred to as the "parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working,
royalty, or other o0il and gas interests in the Unit Area subject to
this Agreement; and

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

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1 of Chapter 176, Laws
of 1961) (Chapter 19, Article 10, Section 45, New Mexico Statutes
1978 Annotated), to consent to and approve the development or
operation of State lands under agreements made by lessees of State
land jointly or severally with other lessees where such agreements
provide for the unit operation or development of part of or all of
any oil or gas pool, field or area; and

WHEREAS, the Commissioner of Public Lands of the State of New
Mexico is authorized by an Act of the Legislature (Section 1,
Chapter 88, Laws 1943, as amended by Section 1, Chapter 162, Laws
of 1951) (Chapter 19, Article 10, Section 47, New Mexico Statutes
1978 Annotated) to amend with the approval of lessee, evidenced by
the lessee's execution of such agreement or otherwise, any oil and
gas lease embracing State lands so that the length of the term of
said lease may coincide with the term of such agreements for the
unit operation and development of part or all of any oil or gas
pool, field or area; and

WHEREAS, the 0il Conservation Division of the State of New
Mexico (hereinafter referred to as the "Division") is authorized by
an Act of the Legislature (Chapter 72, Laws of 1935 as amended)
(Chapter 70, Article 2, Section et seq., New Mexico Statutes 1978
Annotated) to approve this Agreement and the conservation
provisions hereof; and

WHEREAS, the 0il Conservation Division of the Energy and
Minerals Department of the State of New Mexico is authorized by law
(Chapter 65, Article 3 and Article 14, N.M.S. 1953 Annotated) to
approve this Agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interest in the
Unit Area covering the land hereinafter described to give
reasonably effective control of operations therein; and

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



NOW, THEREFORE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this Agreement their
respective interest in the below-defined Unit Area, and agree
severally among themselves as follows:

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

. UNIT AREA AND DEFINITIONS. For the purpose of
this Agreement, the following terms and expressions as used herein
shall mean:

(a) "“Unit Area" is defined as those lands described in
Exhibit "B-1" and depicted on Exhibit "A"™ hereof, and such land is
hereby designated and recognized as constituting the Unit Area,
containing 6120 acres, more or less, in Eddy County, New Mexico.

(b) "Land Commissioner® is defined as the Commissioner of
Public Lands of the State of New Mexico.

(c) "Division™ is defined as the 0il Conservation Division of
the Department of Energy and Minerals of the State of New Mexico.

(d) "Authorized Officer” or "A.0." is any employee of the
Bureau of Land Management who has been delegated the required
authority to act on behalf of the BLM.

(e) "Secretary" is defined as the Secretary of the Interior
of the United States of America, or his duly authorized delegate.

(£) "Department" is defined as the Department of the Interior
of the United States of America.

(g§) "Proper BLM Office" is defined as the Bureau of Land
Management office having jurisdiction over the federal 1lands
included in the Unit Area.

(h) "Unitized Formation" shall mean that interval underlying
the Unit Area, the vertical limits of which extend from the top of
the Grayburg formation to the base of the San Andres formation as
seen on the Type Log from the Zephyr ZQ State #1 located at 330°
FNL and 2310' FEL, Section 32, T16S, R31E, and is that interval
which is correlative to the interval from 3050*' to 4206' below the
surface measured from the derrick floor. The derrick floor
elevation is 3937.5'.

(1) "Unitized Substances® are all o¢il, gas, gaseous
substances, sulphur contained in gas, condensate, distillate and
all associated and constituent liquid or liquefiable hydrocarbons,
other than outside substances, within and produced from the
Unitized Formation.

(J) "Tract® is each parcel of land described as such and
given a Tract number in Exhibit "B-1".

(k) "Pract Participation® is defined as the percentage of
participation shown on Exhibit ™B-2" for allocating Unitized
Substances to a Tract under this Agreement. Percentages of
participation are shown on Exhibit "B-2" for Tract 0il and Gas
Participation.



(1) "Unit Participation" is the sum of the percentages
obtained by multiplying the Working Interest of a Working Interest
Owner in each Tract by the Tract Participation of such Tract. The
Unit 0il and Gas Participation is defined by such calculation.

(m) "Working Interest®™ is the right to search for, produce
and acquire Unitized Substances whether held as an incident of
ownership of mineral fee simple title, under an oil and gas lease,
operating agreement, or otherwise held, which interest is
chargeable with and obligated to pay or bear, either in cash or out
of production, or otherwise, all or a portion of the cost of
drilling, developing and producing the Unitized Substances from the
Unitized Formation and operations thereof hereunder. Provided that
any Royalty Interest created out of a Working Interest subsequent
to the execution of this Agreement by the owner of the Working
Interest shall continue to be subject to such Working Interest
burdens and obligations.

(n) "Working Interest Owners" is any party hereto owning a
Working Interest, including a carried Working Interest Owner,
holding an interest in Unitized Substances by virtue of a lease,
operating agreement, fee title or otherwise. The owner of 0il and
Gas Rights that are free of lease or other instrument creating a
Working Interest in another shall be regarded as a Working Interest
Owner to the extent of seven-eights (7/8) of his interest in
Unitized Substances, and as a Royalty Owner with respect to his
remaining one-eighth (1/8) interest therein.

(0) "Royalty Interest®™ or "Royalty" is an interest other than
a Working Interest in or right to receive a portion of the Unitized
Substances or the proceeds thereof and includes the Royalty
Interest reserved by the lessor or by an oil and gas lease and any
overriding Royalty Interest, oil payment interest, net profit
contracts, or any other payment or burden which does not carry with
it the right to search for and produce Unitized Substances.

{p) "Royalty Owner" is the owner of a Royalty Interest.

(q) "Unit Operating Agreement® is the Agreement entered into
by and between the Unit Operator and the Working Interest Owners as
provided in Section 9, infra, and shall be styled "Unit Operating
Agreement, North Square Lake Unit, Eddy County, New Mexico.

(r) "o0il and Gas Rights" is the right to explore, develop and
operate lands within the Unit Area for the production of Unitized
Substances, or toc share in the production so obtained or the
proceeds thereof.

(s) "Outside Substances" is any substance obtained from any
source other than the Unitized Formation and injected into the
Unitized Formation.

(t) "Unit Manager" is any person or corporation appointed by
Working Interest Owners to perform the duties of Unit Operator
until the selection and qualification of a successor Unit Operator
as provided for in Section 7 hereof.

(u) "Unit Operator" is the party designated by Working
Interest Owners under the Unit Operating Agreement to conduct Unit
Operations.

(V) "Unit Operations” is any operation conducted pursuant to
this Agreement and the Unit Operating Agreement.

(W) "Unit Equipment"™ is all personal property, lease and well
equipment, plants, and other facilities and equipment taken over or
otherwise acquired for the joint account for use in Unit
Operations.



(x) "Unit Expense" is all cost, expense, or indebtedness
incurred by Working Interest Owners or Unit Operator pursuant to
this Agreement and the Unit Operating Agreement for or on account
of Unit Operations.

(y) "Effective Date" is the date determined in accordance
with Section 24, or as redetermined in accordance with Section 39.

. EXHIBITS. The following exhibits are incorporated
herein by reference: Exhibit "A" attached hereto is a map showing
the Unit Area and the boundaries and identity of Tracts and leases
in said Unit Area to the extent known to the Unit Operator.
Exhibit "B-1" attached hereto is a schedule showing, to the extent
known to the Unit Operator, the acreage comprising each Tract,
percentages and kind of ownership of 0il and Gas Interests in all
land in the Unit Area. Exhibit "B-2" attached hereto is a schedule
showing the Tract Participation of each Tract. However, nothing
herein or in said schedules or map shall be construed as a
representation by any party hereto as to the ownership of any
interest other than such interest or interests as are shown in said
map or schedules as owned by such party. The shapes and
descriptions of the respective Tracts have been established by
using the best information available. Each Working Interest Owner
is responsible for supplying Unit Operator with accurate
information relating to each Working Interest Owner's interest. If
it subsequently appears that any Tract, because of diverse Royalty
or Working Interest ownership on the Effective Date hereof, should
be divided into more than one Tract, or when any revision is
requested by the A.0., or any correction of any error other than
mechanical miscalculations or clerical is needed, then the Unit
Operator, with the approval of the Working Interest Owners, may
correct the mistake by revising the Exhibits to conform to the
facts. The revision shall not include any reevaluation of
engineering or geological interpretations used in determining Tract
Participation. Each such revision of an Exhibit made prior to
thirty (30) days after the Effective Date shall be effective as of
the Effective Date. Each other such revision of an Exhibit shall
be effective at 7:00 a.m. on the first day of the calendar month
next following the filing for record of the revised Exhibit or on
such other date as may be determined by Working Interest Owners and
set forth in the revised Exhibit. Copies of such revision shall be
filed with the Land Commissioner, and not less than four copies
shall be filed with the A.0. In any such revision, there shall be
no retroactive allocation or adjustment of Unit Expense or of
interests in the Unitized Substances produced, or proceeds thereof.

SECTION 4. EXPANSION. The above described Unit Area may,
with the approval of the A.0. and Land Commissioner, when
practicable be expanded to include therein any additional Tract or
Tracts regarded as reasonably necessary or advisable for the
purposes of this Agreement provided however, in such expansion
there shall be no retroactive allocation or adjustment of Unit
Expense or of interests in the Unitized Substances produced, or
proceeds thereof. Pursuant to Subsection (b), the Working Interest
Owners may agree upon an adjustment of investment by reason of the
expansion. Such expansion shall be effected in the following
manner:

(a) The Working Interest Owner or Owners of a Tract or Tracts
desiring to bring such Tract or Tracts into this unit, shall file
an application therefor with Unit Operator requesting such
admission.

(b) Unit Operator shall circulate a notice of the proposed
expansion to each Working Interest Owners in the Unit Area and in
the Tract proposed to be included in the unit, setting out the
basis for admission, the Tract Participation to be assigned to each
Tract in the enlarged Unit Area and other pertinent data. After
negotiation (at Working Interest Owners' meeting or otherwise) if
any number of Working Interest Owners having in the aggregate
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seventy-five percent (75%) of the Unit 0il Participation then in
effect have agreed to inclusion of such Tract or Tracts in the Unit
Area, then Unit Operator shall:

(1) After cbtaining preliminary concurrence by the A.0. and
Land Commissioner, prepare a notice of proposed expansion
describing the contemplated changes in the boundaries of the Unit
Area, the reason therefor, the basis for admission of the
additional Tract or Tracts, the Tract Participation to be assigned
thereto and the proposed effective date thereof; and

(2) Deliver copies of said notice to Land Commissioner, the
A.O0. at the Proper BLM Office, each Working Interest Owner and to
the last known address of each lessee and lessor whose interests
are affected, advising such parties that thirty (30) days will be
allowed for submission to the Unit Operator of any objection to
such proposed expansion; and

(3) File, upon the expiration of said thirty (30) day period
as set out in (2) immediately above with the Land Commissioner and
A.O. the following: (a) evidence of mailing or delivering copies of
said notice of expansion; (b) an application for approval of such
expansion; (c) an instrument containing the appropriate joinders in
compliance with the participation requirements of Section 14, and
Section 34, infra; and (d) a copy of all objections received along
with the Unit Operator's response thereto.

The expansion shall, after due consideration of all pertinent
information and approval by the Land Commissioner and the A.O.,
become effective as of the date prescribed in the notice thereof,
preferably the first day of the month subsequent to the date of
notice. The revised Tract Participation of the respective Tracts
included within the Unit Area prior to such enlargement shall
remain the same ratio one to another.

SECTION S. UNITIZED LAND. All land committed to this
Agreement as to the Unitized Formation shall constitute land
referred to herein as "Unitized Land” or "Land subject to this
Agreement®. Nothing herein shall be construed to unitize, pool, or
in any way affect the oil, gas and other minerals contained in or
that may be produced from any formation other than the Unitized
Formation as defined in Section 2(h) of this Agreement.

SECTION 6. UNIT OPERATOR. GP II ENERGY, INC. is hereby
designated the Unit Operator, and by signing this instrument as
Unit Operator, agrees and consents to accept the duties and
obligations of Unit Operator for the operation, development, and
production of Unitized Substances as herein provided. Whenever
reference is made herein to the Unit Operator, such references
means the Unit Operator acting in that capacity and not as an owner
of interests in Unitized Substances, when such interests are owned
by it and the term "Working Interest Owner” when used herein shall
include or refer to the Unit Operator as the owner of a Working
Interest when such an interest is owned by it.

Unit Operator shall have a lien upon interests of Working
Interest Owners in the Unit Area to the extent provided in the Unit
Operating Agreement.

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit
Operator shall have the right to resign at any time, but such
resignation shall not become effective so as to release Unit
Operator from the duties and obligations of Unit Operator and
terminate Unit Operator's rights as such for a perioed of six (6)
months after written notice of intention to resign has been given
by Unit Operator to all Working Interest Owners, the Land
Commissioner and the A.0. unless a new Unit Operator shall have
taken over and assumed the duties and obligations of Unit Operator
prior to the expiration of said period.



The Unit Operator shall, upon default or failure in the
performance of its duties and obligations hereunder, be subject to
removal by the affirmative vote of any number of Working Interest
Owners having in the aggregate seventy-five percent (75%) or more
of the Unit Participation then in effect exclusive of the Working
Interest Owners who is the Unit Operator. Such removal shall be
effective upon notice thereof to the Land Commissioner and the A.O.

In all such instances of effective resignation or removal,
until a successor to Unit Operator is selected and approved as
hereinafter provided, the Working Interest Owners shall be jointly
responsible for the performance of the duties of the Unit Operator
and shall, not later than thirty (30) days before such resignation
or removal becomes effective, appoint a Unit Manager to represent
them in any action to be taken hereunder.

The resignation or removal of Unit Operator under this
Agreement shall not terminate its right, title or interest as the
owner of a Working Interest or other interest in Unitized
Substances, but upon the resignation or removal of Unit Operator
becoming effective, such Unit Operator shall deliver possession of
all wells, equipment, books and records, materials, appurtenances
and any other assets used in connection with the Unit Operations to
the new duly qualified successor Unit Operator or to the Unit
Manager if no such new Unit Operator is elected. Nothing herein
shall be construed as authorizing the removal of any material,
equipment or appurtenances needed for the preservation of any
wells. Nothing herein contained shall be construed to relieve or
discharge any Unit Operator or Unit Manager who resigns or is
removed hereunder from any liability or duties accruing or
performable by it prior to the effective date of such resignation
or removal.

. . Whenever the Unit
Operator shall tender its resignation as Unit Operator or shall be
removed as hereinabove provided, the Working Interest Owners shall
select a succeasor Unit Operator as herein provided. Such
selection shall not become effective until (a) a Unit Operator. so
selected shall accept in writing the duties and responsibilities of
Unit Operator, and (b) the selection shall have been approved by
the Land Commissioner and the A.0. If no successor Unit Operator
or Unit Manager is selected and qualified as herein provided, the
Land Commissioner and/or the A.O0., at their election, may declare
this Agreement terminated.

In selecting a successor Unit Operator, the affirmative vote
of any number of Working Interest Owners having a total of sixty-
five percent (65%) or more of the total Unit Participation shall
prevail; provided that if any one Working Interest Owner has a Unit
Participation of more than thirty-five percent (35%), its negative
vote or failure to vote shall not be regarded as sufficient unless
supported by the vote of two or more other Working Interest Owners
having a total Unit Participation of at least five percent (5%).
If the Unit Operator who is removed votes only to succeed itself or
fails to vote, the successor Unit Operator may be selected by the
affirmative vote of the owners of at least seventy-five percent
(75%) of the Unit Participation remaining after excluding the Unit
Participation of Unit Operator so removed.

. ACCOUNTING _PROVISIONSG AND UNIT OPFRATING
AGREEMENT. Costs and expenses incurred by Unit Operator in
conducting Unit Operations hereunder shall be paid, apportioned
among and borne by the Working Interest Owners in accordance with
the Unit Operating Agreement. Such Unit Operating Agreement shall
also provide the manner in which the Working Interest Owners shall
be entitled to receive their respective proportionate and allocated
share of the benefits accruing hereto in conformity with their
underlying operating agreementa, leases or other contracts and such
other rights and obligations as between Unit Operator and the
Working Interest Owners as may be agreed upon by the Unit Operator
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and the Working Interest Owners; however, no such Unit Operating
Agreement shall be deemed either to modify any of the terms and
conditions of this Agreement or to relieve the Unit Operator of any
right or obligation established under this Agreement, and in case
of any inconsistency or conflict between this Agreement and the
Unit Operating Agreement, this Agreement shall prevail. Copies of
any Unit Operating Agreement executed pursuant to this Section
shall be filed with the Land Commissioner and with the A.0. at the
Proper BLM Office as required prior to approval of this Agreement.

. . Except
as otherwise specifically provided herein, the exclusive righz,
privilege and duty of exercising any and all rights of the parties
hereto including surface rights which are necessary or convenient
for prospecting for, producing, storing, allocating and
distributing the Unitized Substances are hereby delegated to and
shall be exercised by the Unit Operator as herein provided. Upon
request, acceptable evidence of title to said rights shall be
deposited with said Operator, and together with this Agreement,
shall constitute and define the rights, privileges and obligations
of Unit Operator. Nothing herein, however, shall be construed to
transfer title to any land or to any lease or operating agreement,
it being understood that under this Agreement the Unit Operator, in
its capacity as Unit Operator, shall exercise the rights of
possession and use vested in the parties hereto only for the
purposes herein specified.

SECTION 1l1. PLAN OF OPERATIONS. It is recognized and agreed
by the parties hereto that all of the land subject to this
Agreement is reasonably proved to be productive of Unitized
Substances and that the object and purpose of this Agreement is to
formulate and to put into effect an improved recovery project in
order to effect additional recovery of Unitized Substances, prevent
waste and conserve natural resources. Unit Operator shall have the
right to inject into the Unitized Formation any substances for
secondary recovery or enhanced recovery purposes in accordance with
a plan of operation approved by the Working Interest Owners, the
A.0., the Land Commissioner and the Division, including the right
to drill and maintain injection wells within the Unit Area and
completed in the Unitized Formation, and to use abandoned well or
wells producing from the Unitized Formation for said purpose.
Subject to like approval, the Plan of Operation may be revised as
conditions may warrant.

The initial Plan of Operation shall be filed with the A.O.,
the Land Commissioner and the Division concurrently with the filing
of this Unit Agreement for final approval. Said initial Plan of
Operation and all revisions thereof shall be as complete and
adequate as the A.0., the Land Commissioner and the Division may
determine to be necessary for timely operation consistent herewith.
Upon approval of this Agreement and the initial plan by the A.O.
and Commissioner, said plan, and all subsequently approved plans,
shall constitute the operating obligations of the Unit Operator
under this Agreement for the period specified therein. Thereafter,
from time to time before the expiration of any existing plan, the
Unit Operator shall submit for 1like approval a plan for an
additional specified period of operations. After such operations
are commenced, reascnable diligence shall be exercised by the Unit
Operator in complying with the obligations of the approved Plan of
Operation.

Notwithstanding anything to the contrary herein contained,
should the Unit Operator fail to commence Unit Operations for the
improved recovery of Unitized Substances from the Unit Area within
eighteen (18) months after the effective date of this Agreement, or
any extension thereof approved by the A.0., this Agreement shall
terminate automatically as of the date of default.



SECTION 12. USE OF SURFACE AND USE QF WATER. The parties to
the extent of their rights and interests, hereby grant to Unit
Operator the right to use as much of the surface, including the
water thereunder, of the Unitized Land as may reasonably be
necessary for Unit Operations.

Unit Operator's free use of water or brine or both for Unit
Operations, shall not include any water from any well, lake, pond,
or 1rr1gat10n ditch of a surface owner, unless approval for such
use is granted by the surface owner.

Unit oOperator shall pay the surface owner for damages to
growing crops, fences, improvements and structures on the Unitized
Land that result from Unit Operations, and such payments shall be
considered as items of Unit Expense to be borne by all the Working
Interest Owners of lands subject hereto.

(o) . TRACT PARTICIPATION. In Exhibit "B-2" attached

hereto there are listed and numbered the various Tracts within the
Unit Area, and set forth opposite each Tract are figures which
represent the Tract Participation, during Unit Operations if all
Tracts in the Unit Area qualify as provided herein. The Tract
Participation of each Tract as shown in Exhibit "B-2" has been
determined in accordance with the following formulas:
j : Beginning at 7:00 a.m. on the
Effective Date of this Agreement and continuing until termination
of the unit, the Tract 0il Participation of each Tract shall be
determined by the formula:

Tract 0il Participation = .05 (A) + .475 (B) + .475 (¢)
D

the number of gross acres in any specific Tract.
cum oil production from Tract as of Jan. 1, 1998

= daily production from Jan 1, 1998 thru June, 1998

o 0o w »
0

= ,05 (total unit acres) + .475 (total unit cum oil @
1-1998) + .475 (total unit production from January
1998 through June 1998)

SECTION 14. TIRACTS QUALIFIED FOR PARTICIPATION. On and after
the Effective Date hereof, the Tracts within the Unit Area which
shall be entitled to participation in the production of Unitized
Substances shall be those Tracts more particularly described in
Exhibit "B-1" that corner or have a common boundary (Tracts
separated only by a public road or a railroad right-of-way shall be
considered to have a common boundary), and that otherwise qualify
as follows:

(a) Each Tract as to which Working Interest Owners owning one
hundred percent (100%) of the Working Interest have become parties
to this Agreement and as to which Royalty Owners owning seventy-
five percent (75%) or more of the Royalty Interest have become
parties to this Agreement.

(b) Each Tract as to which Working Interest Owners owning one
hundred percent (100%) of the Working Interest have become parties
to this Agreement, and as to which Royalty Owners owning less than
seventy-five percent (75%) of the Royalty Interest have become
parties to this Agreement, and as to which (1) the Working Interest
oOowner who operates the Tract and Working Interest Owners owning at
least seventy-five percent (75%) of the remaining Working Interest
in such Tract have joined in a request for the inclusion of such
Tract, and as to which (2) Working Interest Owners owning at least
seventy-five percent (75%) of the combined Unit Participation in
all Tracts that meet the requirements of Section 14(a) above have
voted in favor of the inclusion of such Tract.

8



(c) Each Tract as to which Working Interest Owners owning
less than one hundred percent (100%) of the Working Interest have
become parties to this Agreement, regardless of the percentage of
Royalty Interest therein that is committed hereto; and as to which
(1) the Working Interest Owner who operates the Tract and Working
Interest Owners owning at least seventy-five percent (75%) of the
remaining Working Interest in such Tract who have become parties to
this Agreement have joined in a request for inclusion of such
Tract, and have executed and delivered, or obligated themselves to
execute and deliver an indemnity agreement indemnifying and
agreeing to hold harmless the other owners of committed Working
Interests, their successors and assigns, against all claims and
demands that may be made by the owners of Working Interest in such
Tract who are not parties to this Agreement, and which arise out of
the inclusion of the Tract; and as to which (2) Working Interest
Owners owning at least seventy-five percent (75%) of the Unit
Participation in all Tracts that meet the requirements of Section
14(a) and 14(b) have voted in favor of the inclusion of such Tract
and to accept the indemnity agreement. Upon the inclusion of such
a Tract, the Tract Participations which would have been attributed
to the nonsubscribing owners of Working Interest in such Tract, had
they become parties to this Agreement and the Unit Operating
Agreement, shall be attributed to the Working Interest Owners in
such Tract who have become parties to such agreements, and joined
in the indemnity agreement, in proportion to their respective
Working Interests in the Tract.

If on the Effective Date of this Agreement there is any Tract
or Tracts which have not been effectively committed to or made
subject to this Agreement by qualifying as above provided, then
such Tract or Tracts shall not be entitled to participate
hereunder. Unit Operator shall, when submitting this Agreement for
final approval by the Land Commissioner and the A.0., file
therewith schedules of those Tracts which have been committed and
made subject to this Agreement and are entitled to participate in
Unitized Substances. Said schedules shall set forth opposite each
such committed Tract the lease number or assignment number, the
owner of record of the lease, and the percentage participation of
such Tract which shall be computed according to the participation
formulas set forth in Section 13 (Tract Participation) above.
These schedules shall be revised Exhibit "B-1" and "B-2" and upon
approval thereof by the Land Commissioner and the A.0., shall
become a part of this Agreement and shall govern the allocation of
production of Unitized Substances until new schedules are approved
by the Land Commissioner and A.O.

. . All
Unitized Substances produced and saved (less, save and except any
part of such Unitized Substances used in conformity with good
operating practices on unitized land for drilling, operating, camp
and other production or development purposes and for injection or
unavoidable loss in accordance with accordance with a Plan of
Operation approved by the A.0. and Land Commissioner) shall be
apportioned among and allocated to the qualified Tracts in
accordance with the respective Tract Participations effective
hereunder during the respective periods such Unitized Substances
were produced, as set forth in the schedule of participation in
Exhibit "B-2%. All oil, gas, gas liquids, condensate and
distillate shall be allocated to the several Tracts based on the
0il and Gas Participation factor when such Unitized Substances are
produced. The amount of Unitized Substances so allocated to each
Tract, and only that amount (regardless of whether it be more or
less than the amount of the actual production of Unitized
Substances from the well or wells, if any, on such Tract) shall,
for all intents, uses and purposes, be deemed to have been produced
from such Tract.



The Unitized Substances allocated to each Tract shall be
distributed among, or accounted for, to the parties entitled to
share in the production from such Tract in the same manner, in the
same proportions, and upon the same conditions, as they would have
participated and shared in the production from such Tracts, or in
the proceeds thereof, had this Agreement not been entered into; and
with the same legal force and effect.

No Tract committed to this Agreement and qualified for
participation as above provided shall be subsequently excluded from
participation hereunder on account of depletion of Unitized
Substances.

If the Working Interest and/or the Royalty Interest in any
Tract are divided with respect to separate parcels or portions of
such Tract and owned now or hereafter in severalty by different
persons, the Tract Participation shall in the absence of a
recordable instrument executed by all owners in such Tract and
furnished to Unit Operator fixing the divisions of ownership, be
divided among such parcels or portions in proportion to the number
of surface acres in each.

SECTION 15.B. WINDFALL PROFIT TAX. In order to comply with
the Windfall Profit Tax Act of 1980, as amended, and applicable
regulations and to ensure that interest owners of each Tract retain
the windfall Profit Tax benefits accruing to each Tract prior to
joining the Unit, for Windfall Profit Tax purposes only, crude oil
shall be allocated to individual Tracts as follows:

SECTION 15.C. \'4 . Each Tract
contributing newly discovered crude oil to the Unit Area, that is,
each Tract certified as a newly discovered property for Windfall
Profit Tax purposes prior to joining the Unit (Newly Discovered
Tract), shall be allocated imputed newly discovered crude oil in
the proportion that the Tract 0il and Gas Participation of such
Tract bears to the total of the Tract 0il and Gas Participations of
all Newly Discovered Tracts; provided, however, that imputed newly
discovered crude oil allocated to any Tract under this Subsection
15.C. shall not exceed, in any month, the total number of barrels
of crude oil allocable out of unit production to such Tract in
accordance with its Tract 0il and Gas Participation. In the event
a Newly Discovered Tract is so allocated a number of barrels of
imputed newly discovered crude oil which is less than the total
number of barrels of crude oil allocable out of unit production to
such Tract in accordance with its Tract 0il and Gas Participation,
then such Newly Discovered Tract shall be allocated any remaining
unallocated newly discovered crude oil in the proportion that the
Tract 011 and Gas Participation of such Tract bears to the total of
the Tract 0il and Gas Participations of all Newly discovered Tracts
not previously so allocated the total number of barrels allocable
out of unit production in accordance with their Tract 0il and Gas
Participations. This additional allocation process shall continue
to be repeated, as outlined in the preceding sentence, until such
time as:

{a) All Newly Discovered Tracts have been so allocated a
number of barrels of imputed newly discovered crude oil equal to
the total number of barrels of crude oil allocable out of unit
production to such Tracts in accordance with their Tract 0il and
Gas Participations; or

(b) There is no imputed newly discovered crude oil remaining
to be allocated

whichever occurs first.
Any imputed newly discovered crude oil in excess of the amount of

oil allocable to a Tract in accordance with this Subsection 15.C
shall be termed excess imputed newly discovered crude oil.
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S ) .D. IMPUTED STRIPPER CRUDE OIL. Each Tract
‘contributing stripper crude oil to the Unit Area, that is, each
Tract certified as a stripper property for Windfall Profit Tax
purposes prior to joining the Unit (Stripper Tract), shall be
allocated imputed stripper crude oil in the proportion that the
Tract 0il and Gas Participation of such Tract bears to the total of
the Tract 0il and Gas Participations of all Stripper Tracts;
provided, however, that imputed stripper crude oil allocated to any
Tract under this Subsection 15.D. shall not exceed, in any month,
the total number of barrels of crude oil allocable out of unit
production to such Tract in accordance with its Tract 0il and Gas
Participation. 1In the event a Stripper Tract is so allocated a
number of barrels of imputed stripper crude oil which is less than
the total number of barrels of crude oil allocable out of unit
production to such Tract in accordance with its Tract 0il and Gas
Participation, then such Stripper Tract shall be allocated any
remaining unallocated imputed stripper crude oil in the proportion
that the Tract 0il and Gas Participation of such Tract bears to the
total of the Tract 0il and Gas Participations of all Stripper
Tracts not previously so allocated the total number of barrels
allocable out of unit production in accordance with their Tract 0il
and Gas Participations. This additional allocation process shall
continue to be repeated, as outlined in the preceding sentence,
until such time as:

(a) All Stripper Tracts have been so allocated a number of
barrels of imputed stripper crude oil equal to the total number of
barrels of crude oil allocable out of unit production to such
Tracts in accordance with their Tract 0il and Gas Participations;
or

(b) There is no imputed stripper crude oil remaining to be
allocated,

whichever comes first.

Any imputed stripper crude oil in excess of the amount of oil
allocable to a Tract in accordance with this Subsection 15.D. shall
be termed excess imputed stripper crude oil.

Each Tract shall be allocated any excess imputed newly discovered
crude oil in the proportion that its Tract 0©0il and Gas
Participation bears to the total of the Tract 0il and Gas
Participations of all Tracts not previously allocated the total
number of barrels of crude oil allocable to these Tracts out of
unit production in accordance with the Tract 0il and Gas
Participations of such Tracts; provided, however, that excess
imputed newly discovered crude oil allocated to each such Tract,
when added to the total number of barrels of imputed newly
discovered crude oil previously allocated to it, shall not exceed,
in any month, the total number of barrels of oil allocable to it
out of unit production in accordance with its Tract 0il and Gas
Participation.

SECTION 15.F. EXCESS IMPUTED STRIPPER CRUDE OIL. Each Tract
shall be allocated any excess imputed stripper crude oil in the
proportion that its Tract 0il and Gas Participation bears to the
total of the Tract 0il and Gas Participations of all Tracts not
previously allocated the total number of crude oil barrels
allocable to these Tracts out of unit production in accordance with
the Tract 0il and Gas Participations of such Tracts; provided,
however, that excess imputed stripper crude oil allocated to each
such Tract, when added to the total number of barrels of imputed
stripper crude oil previously allocated to it, shall not exceed, in
any month, the total number of barrels or oil allocable to it out
of unit production in accordance with its Tract 0il and Gas
Participation.
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SECTION 15.G. TAKING UNITIZED SUBSTANCES IN KIND. The
Unitized Substances allocated to each Tract shall be delivered in
kind to the respective parties entitled thereto by virtue of the
ownership of 0il and Gas Rights therein. Each such party shall
have the right to construct, maintain and operate all necessary
facilities for that purpose within the Unitized Area, provided the
same are so constructed, maintained and operated as not to
interfere with Unit operations. Subject to Section 17 hereof, any
extra expenditure incurred by Unit Operator by reason of the
delivery in kind of any portion of the Unitized Substances shall be
borne by the party taking delivery. In the event any Working
Interest Owner shall fail to take or otherwise adequately dispose
of its proportionate share of the production from the Unitized
Formation, then so long as such condition continues, Unit Operator,
for the account and at the expense of the Working Interest Owner of
the Tract or Tracts concerned, and in order to avoid curtailing the
operation of the Unit Area, may, but shall not be required to, sell
or otherwise dispose of such production to itself or to others,
provided that all contracts of sale by Unit Operator of any other
party's share of Unitized Substances shall be only for such
reasonable periods of time as are consistent with the minimum needs
of the industry under the circumstances, but in no event shall any
such contract be for a period in excess of one year, and at not
less than the prevailing market price in the area for 1like
production, and the account of such Working Interest Owner shall be
charged therewith as having received such production. The net
proceeds, if any, of the Unitized Substances so disposed of by Unit
Operator shall be paid to the Working Interest Owner of the Tract
or Tracts concerned. Notwithstanding the foregoing, Unit Operator
shall not make a sale into interstate commerce of any Working
Interest Owner's share of gas production without first giving such
Working Interest Owner sixty (60) days' notice of such intended
sale.

Any Working Interest Owner receiving in kind or separately
disposing of all or any part of the Unitized Substances allocated
to any Tract, or receiving the proceeds therefrom if the same is
sold or purchased by Unit Operator, shall be responsible for the
payment of all Royalty, overriding Royalty and production payments
due thereon, and each such party shall hold each other Working
Interest Owner harmless against all claims, demands and causes of
action by owners of such Royalty, overriding Royalty and production
payments.

If, after the Effective Date of this Agreement, there is any
Tract or Tracts that are subsequently committed hereto, as provided
in Section 4 (Expansion) hereof, or any Tract or Tracts within the
Unit Area not committed hereto as of the Effective Date hereof but
which are subsequently committed hereto under the provisiona of
Section 14 (Tracts Qualified for Participation) and Section 32
(Nonjoinder and Subsequent Joinder); or if any Tract is excluded
from this Agreement as provided for in Section 21 (Loss of Title),
the schedules as shown in Exhibit "B-1" and "B-2" shall be revised
by the Unit Operator; and the revised Exhibits "B-1" and "B-2",
upon approval by the Land Commissioner and the A.0., shall govern
the allocation of production on and after the effective date
thereof until revised schedules are approved as hereinabove
provided.

SECTION 16. QUTSIDE SUBSTANCES. If gas obtained from
formations not subject to this Agreement is introduced into the
Unitized Formation for use in repressuring, stimulating of
production or increasing ultimate recovery which shall be in
conformity with a Plan of Operation first approved by the Land
Commissioner and the A.0., a like amount of gas with appropriate
deduction for loss or depletion from any cause may be withdrawn
from unit wells completed in the Unitized Formation royalty free as
to dry gas, but not royalty free as to the products extracted
therefrom; provided that such withdrawal shall be at such time as
may be provided in the approved Plan of Operation or as otherwise
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may be consented to or prescribed by the Land Commissioner and the
A.0. as conforming to good petroleum engineering practices and
provided further that such right of withdrawal shall terminate on
the termination date of this Agreement.

SECTION 17. ROYALTY SETTLEMENT. The State of New Mexico and

United States of America and all Royalty Owners who, under an
existing contract, are entitled to take in kind a share of the
Unitized Substances produced from any Tract unitized hereunder,
shall continue to be entitled to such right to take in kind their
share of the Unitized Substances allocated to such Tract, and Unit
Operator shall make deliveries of such Royalty share taken in kind
in conformity with the applicable contracts, laws and regulations.
Settlement for Royalty not taken in kind shall be made by Working
Interest Owners responsible therefor under existing contracts, lavs
and regulations on or before the last day of each month for
Unitized Substances produced during the preceding calendar month;
provided, however, that nothing herein contained shall operate to
relieve the lessees of any land from their respective lease
obligations for the payment of any Royalty due under the leases,
except that such Royalty shall be computed on Unitized Substances
as allocated to each Tract in accordance with the terms of this
Agreement. With respect to Federal leases committed hereto on
which the royalty rate depends upon the daily average production
per well, such average production shall be determined in accordance
with the operating regulations pertaining to Federal leases as
though the committed Tracts were included in a single consolidated
lease.

If the amount of production or the proceeds thereof accruing
to any Royalty Owner (except the United States of America) in a
Tract depends upon the average production per well or the average
pipeline runs per well from such Tract during any period of tinme,
then such production shall be determined from and after the
Effective Date hereof by dividing the gquantity of Unitized
Substances allocated hereunder to such Tract during such period of
time by the number of wells located thereon capable of producing
Unitized Substances as of the Effective Date hereof, provided that
any Tract not having any well so capable of producing Unitized
Substances on the Effective Date hereof shall be considered as
having one such well for the purpose of this provision.

All Royalty due the State of New Mexico and the United States
of America and the other Royalty Owners hereunder shall be computed
and paid on the basis of all Unitized Substances allocated to the
respective Tract or Tracts committed hereto, in lieu of actual
production from such Tract or Tracts.

With the exception of Federal and State requirements to the
contrary, Working Interest Owners may use or consume Unitized
Substances for Unit Operations and no Royalty, overriding Royalty,
production or other payments shall be payable on account of
Unitized Substances used, lost, or consumed in Unit Operations.

Each Royalty Owner (other than the State of New Mexico and the
United States of America) that executes this Agreement represents
and warrants that it is the owner of a Royalty Interest in a Tract
or Tracts within the Unit Area as its interest appears in Exhibit
"B-2" attached hereto. If any Royalty Interest in a Tract or
Tracts should be lost by title failure or otherwise in whole or in
part, during the term of this Agreement, then the Royalty Interest
of the party representing himself to be the owner thereof shall be
reduced proportionately and the interests of all parties shall be
adjusted accordingly.

SECTION 18. . Rentals or minimum Royalties
due on the leases committed hereto shall be paid by Working
Interest Owners responsible therefor under existing contracts, laws
and regulations provided that nothing herein contained shall
operate to relieve the lessees of any land from their respective
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lease obligations for the payment of any rental or minimum Royalty
in lieu thereof, due under their leases. Rental for lands of the
State of New Mexico subject to this Agreement shall be paid at the
rate specified in the respective leases from the State of New
Mexico. Rental or minimum Royalty for lands of the United States
of America subject to this Agreement shall be paid at the rate
specified in the respective leases from the United States of
America, unless such rental or minimum Royalty is waived, suspended
or reduced by law or by approval of the Secretary or his duly
authorized representative.

SECTION 19. CONSERVATION. Operations hereunder and
production of Unitized Substances shall be conducted to provide for
the most economical and efficient recovery of said substances
without waste, as defined by or pursuant to Federal and State laws
and requlations.

DRAINAGE. The Unit Operator shall take all
reasonable and prudent measures to prevent drainage of Unitized
Substances from unitized land by wells on land not subject to this
Agreement.

The Unit Operator, upon approval by the Working Interest
Owners, the A.0. and the Land Commissioner, is hereby empowered to
enter into a borderline agreement or agreements with working
interest owners of adjoining lands not subject to this Agreement
with respect to operation in the border area for the maximum
economic recovery, conservation purposes and proper protection of
the parties and interest affected.

SECTION 21. LOSS OF TITLE. In the event title to any Tract
of unitized land shall fail and the true owner cannot be induced to
join in this Agreement, such Tract shall be automatically regarded
as not committed hereto, and there shall be such readjustment of
future costs and benefits as may be required on account of the loss
of such title. In the event of a dispute as to title to any
Royalty, Working Interest, or other interests subject thereto,
payment or delivery on account thereof may be withheld without
liability for interest until the dispute is finally settled;
provided, that, as to State or Federal lands or leases, no payments
of funds due the United States or the State of New Mexico shall be
withheld, but such funds shall be deposited as directed by the A.O.
or Land Commissioner (as the case may be) to be held as unearned
money pending final settlement of the title dispute, and then
applied as earned or returned in accordance with such final
settlement.

If the title or right of any party claiming the right to
receive in kind all or any portion of the Unitized Substances
allocated to a Tract is in dispute, Unit Operator at the direction
of Working Interest Owners shall either:

(a) require that the party to whom such Unitized Substances
are delivered or to whom the proceeds thereof are paid furnish
security for the proper accounting therefor to the rightful owner
if the title or right of such party fails in whole or in past, or

(b) withhold and market the portion of Unitized Substances
with respect to which title or right is in dispute, and impound the
proceeds thereof until such time as the title or right thereto is
established by a final judgement of a court of competent
jurisdiction or otherwise to the satisfaction of Working Interest
Owners, whereupon the proceeds so impounded shall be paid to the
party rightfully entitled thereto.

Each Working Interest Owner shall indemnify, hold harmless,
and defend all other Working Interest Owners against any and all
claims by any party against the interest attributed to such Working
Interest Owner on Exhibits "B-1" and "B-2".
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Unit Operator as such is relieved from any responsibility for
any defect or failure of any title hereunder.

N LEASES AND CONTRACTS CONFORMED AND EXTENDED. The
terms, condltlons and provisions of all leases, subleases and other
contracts relating to exploration, drllllng, development or
operation for oil or gas on lands committed to this Agreement are
hereby expressly modified and amended to the extent necessary to
make the same conform to the provisions hereof, but otherwise to
remain in full force and effect, and the partles hereto hereby
consent that the Secretary and the Land Commissioner, respectively,
shall and by their approval hereof, or by the approval hereof by
their duly authorized representatives, do hereby establlsh, alter,
change or revoke the drilling, producing, rental, minimum Royalty
and Royalty requirements of Federal and State leases committed
hereto and the regulations in respect thereto to conform said
requirements to the provisions of this Agreement.

Without limiting the generality of the foregoing, all leases,
subleases and contracts are particularly modified in accordance
with the following:

(a) The development and operation of lands subject to this
Agreement under the terms hereof shall be deemed full performance
of all obligations for development and operation with respect to
each Tract subject to this Agreement, regardless of whether there
is any development of any Tract of the Unit Area, notwithstanding
anything to the contrary in any lease, operating agreement or other
contract by and between the parties hereto, or their respective
predecessors in interest, or any of thenm.

(b) Drilling, producing or improved recovery operations
performed hereunder shall be deemed to be performed upon and for
the benefit of each Tract, and no lease shall be deemed to expire
by reason of failure to drill or produce wells situated on the land
therein embraced.

(c) Suspension of drilling or producing operations within the
Unit Area pursuant to direction or consent of the Land Commissioner
and the A.0., or their duly authorized representatives, shall be
deemed to constitute such suspension pursuant to such direction or
consent as to each Tract within the Unitized Area.

(d) Each 1lease, sublease, or contract relating to the
exploration, drilling, development, or operation for oil and gas
which by its terms might expire prior to the termination of this
Agreement, is hereby extended beyond any such term so provided
therein, so that it shall be continued in full force and effect for
and during the term of this Agreement.

(e) Any lease embracing lands of the State of New Mexico
which is made subject to this Agreement shall continue in force
beyond the term provided therein as to the lands committed hereto
until the termination hereof.

(£) Any lease embracing lands of the State of New Mexico
having only a portion of its land committed hereto shall be
segregated as to that portion committed and that not committed, and
the terms of such lease shall apply separately to such segregated
portions commencing as of the Effective Date hereof. Provided,
however, that notwithstanding any of the provisions of this
Agreement to the contrary, such lease (including both segregated
portions) shall continue in full force and effect beyond the term
provided therein as to all lands embraced in such lease if oil or
gas is, or has heretofore been discovered in paying quantities on
some part of the lands embraced in such lease committed to this
Agreement or, so long as a portion of the Unitized Substances
produced from the Unit Area is, under the terms of this Agreement,
allocated to the portion of the lands covered by such lease
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committed to this Agreement, or, at anytime during the term hereof,
‘as to any lease that is then valid and subsisting and upon which
the lessee or the Unit Operator is then engaged in bona fide
drilling, reworking, or improved recovery operations on any part of
the lands embraced in such lease, then the same as to all lands
embraced therein shall remain in full force and effect so long as
such operations are diligently prosecuted, and if they result in
the production of o©il or gas, said lease shall continue in full
force and effect as to all of the lands embraced therein, so long
thereafter as oil or gas in paying quantities is being produced
from any portion of said lands.

(g) The segregation of any Federal lease committed to this
Agreement is governed by the following provision in the fourth
paragraph of Section 17(j) of the Mineral Leasing Act, as amended
by the Act of September 2, 1960 (74 Stat. 781-784): "Any (Federal)
lease heretofore or hereafter committed to any such (unit) plan
embracing lands that are in part within and in part outside of the
area covered by any such plan shall be segregated intoc separate
leases as to the lands committed and the lands not committed as of
the effective date of unitization; provided, however, that any such
lease as to the nonunitized portion shall continue in force and
effect for the term thereof but for not less than two years from
the date of such segregation and so long thereafter as o0il or gas
is produced in paying quantities."®

SECTION 23. COVENANTS RUN WITH LAND. The covenants herein
shall be construed to be covenants running with the land with

respect to the interest of the parties hereto and their successors
in interest until this Agreement terminates, and any grant,
transfer or conveyance of interest in land or leases subject hereto
shall be and hereby is conditioned upon the assumption of all
privileges and obligations hereunder by the grantee, transferee or
other successor in interest. No assignment or transfer of any
Working Interest subject hereto shall be binding upon Unit Operator
until the first day of the calendar month after Unit Operator is
furnished with the original, or acceptable photostatic or certified
copy, of the recorded instrument or transfer; and no assignment or
transfer of any Royalty Interest subject hereto shall be binding
upon the Working Interest Owner responsible therefor until the
first day of the calendar month after said Working Interest Owner
is furnished with the original, or acceptable photostatic or
certified copy, of the recorded instrument or transfer.

SECTION 24. EFFECTIVE DATE AND TERM. This Agreement shall
become binding upon each party who executes or ratifies it as of

the date of execution or ratification by such party and shall
become effective on the first day of the calendar month next
following the approval of this Agreement by the A.0., the Land
Commissioner and the Commission.

If this Agreement does not become effective on or before
January 1, 1999, it shall ipso facto expire on said date
(hereinafter called "Expiration Date") and thereafter be of no
further force or effect, unless prior thereto this Agreement has
been executed or ratified by Working Interest Owners owning a
combined Unit Participation of at least seventy-five percent (75%);
and at least seventy-five percent (75%) of such working Interest
owners committed to this Agreement have decided to extend
Expiration Date for a period not to exceed one (1) year
(hereinafter called "Extended Expiration Date"). If Expiration
Date is so extended and this Agreement does not become effective on
or before Extended Expiration Date, it shall ipso facto expire on
Extended Expiration Date and thereafter be of no further force and
effect.

Unit Operator shall file for record within thirty (30) days
after the Effective Date of this Agreement, in the office of the
County Clerk of Lea County, New Mexico, where a counterpart of this
Agreement has become effective according to its terms and stating
further the Effective Date.
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The terms of this Agreement shall be for and during the time
that Unitized Substances are produced from the unitized land and so
long thereafter as drilling, reworking or other operations
(including improved recovery operatlons) are prosecuted thereon
without cessation of more than ninety (90) consecutive days unless
sooner terminated as herein provided.

This Agreement may be terminated with the approval of the Land
Commissioner and the A.0. by Worklng Interest Owners owning
seventy-five percent (75%) of the Unit Participation then in effect
whenever such Working 1Interest Owners determine that Unit
Operations are no 1longer profitable, or in the interest of
conservation. Upon approval, such termination shall be effective
as of the first day of the month after said Working Interest
Owners' determination. Notice of any such termination shall be
filed by Unit Operator in the office of the County Clerk of Lea
County, New Mexico, within thirty (30) days of the effective date
of termination.

Upon termination of this Agreement, the parties hereto shall
be governed by the terms and provisions of the leases and contracts
affecting the separate Tracts just as if this Agreement had never
been entered into.

Notwithstanding any other provision in the leases unitized
under this Agreement, Royalty Owners hereby grant Working Interest
Owners a period of six months after termination of this Agreement
in which to salvage, sell, distribute or otherwise dispose of the
personal property and facilities used in connection with Unit
Operations.

SECTION 25. RAIE OF PROSPECTING, DEVELOPMENT AND PRODUCTION.
All production and the disposal thereof shall be in conformity with
allocations and quotas made or fixed by any duly authorized person
or regulatory body under any Federal or State statute. The A.0. is
hereby vested with authority to alter or modify from time to time,
in his discretion, the rate of prospecting and development and
within the limits made or fixed by the Division to alter or modify
the quantity and rate of production under this Agreement, such
authority being hereby limited to alteration or modification in the
public interest, the purpose thereof and the public interest to be
served thereby to be stated in the order of alteration or
nodification; provided, further, that no such alteration or
modification shall be effective as to any land of the State of New
Mexico as to the rate of prospecting and development in the absence
of the specific written approval thereof by the Land Commissioner
and as to any lands in the State of New Mexico or privately-owned
lands subject to this Agreement or toc the quantity and rate of
production from such lands in the absence of specific written
approval thereof by the Division.

Powers in this Section vested in the A.0. shall only be
exercised after notice to Unit Operator and opportunity for hearing
to be held not less than fifteen (15) days from notice, and
thereafter subject to administrative appeal before becoming final.

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

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

SECTION 28. NOTICES. All notices, demands, objections or
statements required hereunder to be given or rendered to the
parties hereto shall be deemed fully given if made in writing and
personally delivered to the party or parties or sent by postpaid
certified or registered mail, addressed to such party or parties at
their 1last known address set forth in connection with the
signatures hereto or to the ratification or consent hereof or to
such other addresses as any such party or parties may have
furnished in writing to the party sending the notice, demand or
statement.

SECTION 29. NO WAIVER OF CERTAIN RIGHTS. Nothing in this

Agreement contained shall be construed as a waiver by any party
hereto of the right to assert any legal or constitutional right or
defense as to the validity or invalidity of any law of the State
wherein said Unitized Lands are located, or regulations issued
thereunder in any way affecting such party, or as a waiver by any
such party of any right beyond his or its authority to waive;
provided, however, each party hereto covenants that it will not
resort to any action to partition the unitized land or the Unit
Equipment.

SECTION 30. EQUIPMENT AND FACILITIES NOT FIXTURES ATTACHED TO
REALTY. Each Working Interest Owner has heretofore placed and used
on its Tract or Tracts committed to this Agreement various well and
lease equipment and other property, equipment and facilities. It
is also recognized that additional equipment and facilities may
hereafter be placed and used upon the unitized land as now or
hereafter constituted. Therefore, for all purposes of this
Agreement, any such equipment shall be considered to be personal
property and not fixtures attached to realty. Accordingly, said
well and lease eqguipment and personal property is hereby severed
from the mineral estates affected by this Agreement, and it is
agreed that any such equipment and personal property shall be and
remain personal property of the Working Interest Owners for all

purposes.

. UNAVQIDABLE DELAY. All obligations under this
Agreement requiring the Unit Operator to commence or continue
improved recovery operations or to operate on or produce Unitized
Substances from any of the lands covered by this Agreement shall be
suspended while, but only so long as, the Unit Operator, despite
the exercise of due care and diligence, is prevented from complying
with such obligations, in whole or in part, by strikes, acts of
God, Federal, State or municipal law or agency, unavoidable
accident, uncontrollable delays in transportation, inability to
obtain necessary materials or equipment in open market, or other
matters beyond the reasonable control of the Unit Operator whether
similar to matters herein enumerated or not.

SECTION 32. NONJOINDER AND SUBSEQUENT JOINDER. Joinder by
any Royalty Owner, at any time, must be accompanied by appropriate
joinder of the corresponding Working Interest Owner in order for
the interest of such Royalty Owner to be regarded as effectively
committed. Joinder to this Agreement by a Working Interest Owner,
at any time, must be accompanied by appropriate joinder to the Unit
Operating Agreement in order for such interest to be regarded as
effectively committed to this Agreement.

Any oil or gas interest in the Unitized Formation not
committed hereto prior to submission of this Agreement to the Land
Commissioner and the A.0. for final approval may thereafter be
committed hereto upon compliance with the applicable provisions of
this Section and of Section 14 (Tracts Qualified for Participation)
hereof, at any time up to the Effective Date hereof on the same
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basis of Tract Participation as provided in Section 13, by the
owner or owners thereof subscribing, ratifying, or consenting in
writing to this Agreement and, if the interest is a Working
Interest, by the owner of such interest subscribing also to the
Unit Operating Agreement.

It is understood and agreed, however, that from and after the
Effective Date hereof the right of subsequent joinder as provided
in this Section shall be subject to such requirements or approvals
and on such basis as may be agreed upon by Working Interest Owners
owning not less than sixty-five (65%) of the Unit Participation
then in effect, and approved by the Land Commissioner and A.O.
Such subsequent joinder by a proposed Working Interest Owner must
be evidenced by his execution or ratification of this Agreement and
the Unit Operating Agreement and, where State or Federal land is
involved, such joinder must be approved by the Land Commissioner or
A.0. Such joinder by a proposed Royalty Owner must be evidenced by
his execution, ratification or consent of this Agreement and must
be consented to in writing by the Working Interest Owner
responsible for the payment of any benefits that may accrue
hereunder in behalf of such proposed Royalty Owner. Except as may
be otherwise herein provided, subsequent joinder to this Agreement
shall be effective as of the first day of the month following the
filing with the Land Commissioner and A.0. of duly executed
counterparts of any and all documents necessary to establish
effective commitment of any Tract or interest to this Agreement,
unless objection to such joinder by the Land Commissioner or the
A.0., is duly made sixty (60) days after such filing.

CQUNTERPARTS. This Agreement may be executed in
any number of counterparts, no one of which needs to be executed by
all parties and may be ratified or consented to by separate
instrument in writing, specifically referring hereto, and shall be
binding upon all those parties who have executed such a
counterpart, ratification or consent hereto with the same force and
effect as if all parties had signed the same document, and
regardless of whether or not it is executed by all other parties
owning or claiming an interest in the land within the described
Unit Area. Furthermore, this Agreement shall extend to and be
binding on the parties hereto, their successors, heirs and assigns.

JOINDER IN DUAL CAPACITY. Execution as herein
provided by any party as either a Working Interest Owner or a
Royalty Owner shall commit all interests owned or controlled by
such party; provided, that if the party is the owner of a Working
Interest, he must also execute the Unit Operating Agreement.

. TAXES. Each party hereto shall, for its own
account, render and pay its share of any taxes levied against or
measured by the amount or value of the Unitized Substances produced
from the unitized land; provided, however, that if it is required
or if it be determined that the Unit Operator or the several
Working Interest Owners must pay or advance said taxes for the
account of the parties hereto, it is hereby expressly agreed that
the parties so paying or advancing said taxes shall be reimbursed
therefor by the parties hereto, including Royalty Owners, who may
be responsible for the taxes on their respective allocated share of
said Unitized Substances. No taxes shall be charged to the United
States or to the State of New Mexico, nor to any lessor who has a
contract with a lessee which requires his lessee to pay such taxes.

SECTION 36. NO PARTNERSHIP. The duties, obligations and
liabilities of the parties hereto are intended to be several and
not joint or collective. This Agreement is not intended to create,
and shall not be construed to create, an association or trust, or
to impose a partnership duty, obligation or liability with regard
to any one or more of the parties hereto. Each party hereto shall
be individually responsible for its own obligation as herein
provided.
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SECTION 37. PRODUCTION AS OF THE EFFECTIVE DATE. Unit
Operator shall make a proper and timely gauge of all leases and
other tanks within the Unit Area in order to ascertain the amount
of merchantable oil above the pipeline connection, in such tanks as
of 7:00 a.m. on the Effective Date hereof. All such oil which has
then been produced in accordance with established allowables shall
be and remain the property of the Working Interest Owner entitled
thereto, the same as if the unit had not been formed; and the
responsible Working Interest Owner shall promptly remove said oil
from the unitized land. Any such oil not so removed shall be sold
by Unit Operator for the account of such Working Interest Owners,
subject to the payment of all Royalty to Royalty Owners under the
terms hereof. The oil that is in excess of the prior allowable of
the wells from which it was produced shall be regarded as Unitized
Substances produced after Effective Date hereof.

If, as of the Effective Date hereof, any Tract is overproduced
with respect to the allowable of the wells on that Tract and the
amount of over-production has been sold or otherwise disposed of,
such over-production shall be regarded as a part of the Unitized
Substances produced after the Effective Date hereof and shall be
charged to such Tract as having been delivered to the parties
entitled to Unitized Substances allocated to such Tract.

SECTION 38. NO SHARING OF MARKET. This Agreement is not
intended to provide and shall not be construed to provide, directly
or indirectly, for any cooperative refining, joint sale or
marketing of Unitized Substances.

-  STATUTORY UNITIZATION. If and when Working
Interest Owners owning at least seventy-five percent (75%) Unit
Participation and Royalty Owners owning at least seventy-five
percent (75%) Royalty Interest have become parties to this
Agreement or have approved this Agreement in writing and such
Working Interest Owners have also become parties to the Unit
Operating Agreement, Unit Operator may make application to the
Division for statutory unitization of the uncommitted interests
pursuant to the Statutory Unitization Act (Chapter 65, Article 14,
N.M.S. 1953 Annotated). If such application is made and statutory
unitization is approved by the Division, then effective as of the
date of the Division's order approving statutory unitization, this
Agreement and/or the Unit Operating Agreement shall automatically
be revised and/or amended in accordance with the following:

(1) Section 14 of this Agreement shall be revised by
substituting for the entire said Section the following:

"SECTION 14. TRACTIS QUALIFIED FOR PARTICIPATION. On and
after the Effective Date hereof, all Tracts within the Unit Area
shall be entitled to participation in the production of Unitized
Substances."”

(2) Section 24 of this Agreement shall be revised by
substituting for the first three paragraphs of said Section the
following:

"SECTION 24. EFFECTIVE DATE AND TERM. This Agreement
shall become effective on the first day of the calendar month next
following the effective date of the Division's order approving
statutory unitization upon the terms and conditions of this
Agreement, as amended (if any amendment is necessary) to conform to
the Division's order; approval of this Agreement, as so amended, by
the Land Commissioner; and the A.0. and the filing by Unit Operator
of this Agreement or notice thereof for record in the office of the
County Clerk of Eddy County, New Mexico. Unit Operator shall not
file this Agreement or notice thereof for record, and hence this
Agreement shall not become effective, unless within ninety (90)
days after the date all other prerequisites for effectiveness of
this Agreement have been satisfied, such filing is approved by
Working Interest Owners owning a combined Unit Participation of at
least sixty-five (65%) as to all Tracts within the Unit Area.
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. "Unit Operator shall, within thirty (30) days after the
Effective Date of this Agreement, file for record in the office of
the County Clerk of Eddy County, New Mexico, a certificate to the
effect that this Agreement has become effective in accordance with
its terms, therein identifying the Division's order approving
statutory unitization and stating the Effective Date."

(3) This Agreement an/or the Unit Operating Agreement shall
be amended in any and all respects necessary to conform to the
Division's order approving statutory unitization.

Any and all amendments of this Agreement and/or the Unit
Operating Agreement that are necessary to conform said agreements
to the Division's order approving statutory unitization shall be
deemed to be hereby approved in writing by the parties hereto
without any necessity for further approval by said parties, except
as follows:

(a) If any amendment of this Agreement has the effect of
reducing any Royalty Owner's participation in the production of
Unitized Substances, such Royalty Owner shall not be deemed to have
hereby approved the amended agreement without the necessity of
further approval in writing by said Royalty Owner; and

(b) If any amendment of this Agreement and/or the Unit
Operating Agreement has the effect of reducing any Working Interest
Owner's participation in the production of Unitized Substances or
increasing such Working Interest Owner's share of Unit Expense,
such Working Interest Owner shall not be deemed to have hereby
approved the amended agreements without the necessity of further
approval in writing by said Working Interest Owner.

IN WITNESS WHEREOF, the undersigned have executed this

agreement on the dates evidenced by their respective certificates
of acknowledgement hereof.

UNIT OPERATOR AND WORKING INTEREST OWNER

GP II ENERGY, INC.

By:

President
Address: P. O. Box 50682
Midland, Texas 79710
STATE OF TEXAS )
COUNTY OF MIDLAND ;
This instrument was acknowledged before me on , 1998,

by George P. Mitchell, II, President of GP II Energy, Inc., a Texas
Corporation, on behalf of said corporation.

Notary Public in and for
said County and State

21



Dt RO 1t 2 Sl i
ZDZ;> 3
>
|
w
T
§§§;".§;5 =3
HHIHE 5
1 5
13 o
Sé ............ ol
: &
=
7]
8
%
| I
N
H T
i 8 o ~
< ] -
\ .Gasf‘%sbu ‘O.
AR L LR R R R Rl il R O
1 : - H
B Ml Ml s Xl N
£ Tor e
: SR y
N 1 I . . !
l\\ : e :x b g ‘éf
1% m Ei : ' -
> ' ! 21t w- il e
a 3 ¥ ! . o b
- i'"'""'"3".'J';'7§"'§ ;""“’ig-’;""?"il';
(g + ! 4 : _t'7 ? N
3 z - i L "’-;-.' “4:;; “;ig“g.‘ggf el = L] ! g
g & Pl Lt I N
1 ws Qa‘?[p;:iiiii ol T T R
- S L
| T ST AN I .
i .;:g.i Gl
m ‘g gé ¢?; @ b e.li L 4 Ejgi 83 i.‘ :1
-E! . % g 'i """""""" i ;E hhhh -
SREE LI BSOS S b - e
- -2 [ . N N 4
P Eg w . oo O w
§| 9 & »E ez B e 5 - o o
o- o [ 34 o ;§ - o



.18

Dec-15-98 01 :35P

%001
OOMIS T BOLIA
%KEL
“ONIYSIN AXO
w00
S MYLNNOW AXDOY
a5t
ANTI0NI3d ¥YO0d
»or 't
SHIWAOY NVOOT
*5H
%0000 0O01SNINRIE VD L 14] ety
T SYINLUVI %00 w001 30038 dan 95 Y303 3 ¥ldtiv)
VI IVNOS SIULYISOYSH T8 ONT ¥SN AXD 1NINGOVIWE STVHININ {anever01 ] WMSZA w038
FREST
WIVIRENI WISSVIRN FTRNINDEI N WISV EIIVITI0 AV oW TIRWERT ONLWVEL
ONY IS0 Y Sheeno FUU GO 40 ONY JHRENMO ONY NOUYIIXD 40 UINNN QN 40 NOLIRIJEI
1STELN SNDRIM AL TVACYH ONICRAEIAD 1SRI3NMO LIERAIND ALTVAGYH JIsve ON VRIS
03xep may ‘Auno) App3 - SONVT VY3034

nun ey wenbg yuon
weusaeuliy un o) payeny

«b-8. LIEHX3



.19

Dec-15-98 01:35P

WD TISUCA I 10 %961 1SNBL vATvd 3 Xsirs 012

%50 %60 0 IOVd M Y 32-01NISILYL.
AUw1ST WNVHEY N O %210 NOPO HIINAA ADN
%61 NYRIBDJ (OB SMMOMWE ABHOYY] AED

%200 L 4% FLEEIUTY
avisonid (o) AQH W YDI3 %51G

810 %¥Z0 TALHOVM AAN
1SNYL AWNVY 18430 AOH HL3GVZI L 17X}

%000
HWRIO0¥E 04

%600
ASNYUL MOV H'

"o
HIANID N MOZ ISMAL]
%0
TY38 M HO4 LSNY
. %0
V3G S HO4 LSaML
%o
W39 9 UOI LSNUL
Kro
W IV3IE O MO LS
“e5a
NHII TV GHYNY (TWH3033 NOSRHOr - AOINNDL
%900
S NIVANOAON S TM
%ASL D PMN PSS
MNI0ALI4 ¥ P3N PIS ¥ 035
%018 »3AS UM
SALTYAON NYDQ WINTI
%510 YMS T €038
*OGA0L OO, SN %00004 S5 ZI 1.5 T3} n3S VARS
OTTSHANL %800 IDANIS Jd9H »MS ZN
DAY Fivn SHLUIIOUS H 7 "dHOI NOXXI ANIIDVNYIN STYHININ (8)oeesa-01 s »AS FIAN o 03
FICH ST z
FTIOVINSNL BFEOWIRENL BIRWINDNITON SIS RTINS TN TSN BT ONTVEL
OV BRIINMO WY (SRINM0 FULLL OO 40 NV SN0 ONY oLV S Fod - ) ] G 20 NOLLARIOSI0
ASTHIALM ONDRIOM AL WADH OMIRNIND SREINAO ANRRIND ALWADM N5V ON WRiSs
oYy mey ‘Anme) App3 ! SONV TVH3I03S
U ey wenbs NIoN
wawenBy Jup 03 peLPERY
-4-8. LIGMX3



.20

Dec-15-98 01:35P

%00 001
dHOD HO ISWHD 3NON
WINDENI SRWINTN

oY (93130 Qo (SRiINMO

1SREBLN ONDRIOM AL WADYH DIIRIZAD

‘SHOD NOXXI

FU (RO 40
(SRRSO LAERRIND

w5 oo
IOMMIS 18
ANINIOVIOV STVRIINN 2009001
WRVIEREN FIRVITIO TV
ONY dB TN Y DUV

ALWACH Di9vE ‘ON WRES

o2zl mep ‘Kiunod App3
U o) asenbig Ypoy
nemasily un o8 PSYIYRY

8. L18HY3



5-98 01:36P

Dec-1

ANPBOWN STVHINN

ONY dMIRIENMO
ALWAOH isve

oxeyy may ‘Ayeno) App3
nun oy uenbg soN
wemsasby wun of payreny



5-98 01:36P

Dec-1

%00001
‘dWDD WO ISVHD

1L GO 40
(SIEINMO INTRIND

g
1
VRN WIRVIT AT BN
GNY JHSUINMD QN NOUVINDX 30 0NN
ALTVADN NSVel ON VRIS

OMNXOY may *Snmo?D) App3
U AN saenbg yLoN



M. 034 AQINND

00D INAYIS

Daec-15-9 01 :36P

[}
‘dHOD WO FSVHD INON ‘d¥0D WO ISYHD LEWIOVNWE STV INN OrS000-01 or rWNZ3 D38
FIEYETIT
AEVINEN S BN WESVINRN OW BIVDENN ERVITD I W TWREAET —
ONY SRIIAC QY IShEIen0 T CUOI 40 TNV SHSIENND ONY NOLLVIMIG J0¥INNNN ONYY 30 NOLLIREIS 3T
ASNILN ONDRIOM AL TYAOM SHIGRINIAQ SO LIAIND ALTVAGH JievR ON TYRIDS
03 xep Moy ‘Anmo) App3z
un opr) mwenbg yuoy
wewsaliy nun o} papaRy
=b-8. LIEIHX3



.24

Dec-15-98 01l1l:36P

OoWs T YOLON
%800
‘§3H NIYLNNOR AND0H
%510
WNFIOULI3d WO
*0% L
1 IWAOH NYDOT
%4540
*00W0 TOOLSHINDG 1YY »0STH oLt ) (3034 NOOTIHS)
SHINU AED AU C ]
DIVI DS SALYIJONd H v 8 ROS NOQTIHS 'd SV I ANINTOVNE STVIININ <S01E80-0 ar VN PINS @€ 238
%05 HIWRIMWA FIETSOIL
anY ISRENWO ONY (sheDem0 Fal TR var B A SHRENNO ANV NOLLYIdXI 40 ¥I30NnN NV 30 NOLAIRIDS 0
ASTHEILNI ONDMOM AL TYACYH DMIGRAIESAND (SIUINMO LIGRRIND ALWAON JI18VD “ON WSS
oIpa map ‘Auno) App3 I SANV TWH3a34
wun v wenbg BioN
Warweslly Nun o8 PoyITRY
<. LB



.25

Dec-15-98 Q1:36P

®0S NOOHHS 4 SYWA IS

‘40D 1O ISWD INON ) %05 M3 I ANINIOVNYN STV NN S01680-01
WSSV STV EIRVINT AL N UTENINENN WEEEIW
ONY R0 any (SJUINMO UL GOSN 30 OGNY AHSMINWO GNY NOL WWidX3
1SRN NOMOM  ALTWAOW DRIGRARAD (shuENMO ANBRIND ALWACH NIVG ON VRS

0ofe Mmay ‘Quno) App3
aun oy anbg Yoy
Wby yun o paPERY

-1-8. 18IHNG

sseal



.26

Dec-15-98 01:37FP

%0201 1001208 841
o BOAYL ™

HOWUVYL HINY O
1SNE ITA0F NHOP
ASNER IN0E 13
ST NIVLNCION A0
NATI0UL3d HvOOd
SALIVACH NVDOT

W00'00% MWOLSNINNE VD %00008 ®ETL 1.4 i}
M SN A %00 INAMIS

DIV IHYNDS SAUYIIONIHE ] HOWUYL T ANINIOVIVI STVHININ S96880-01

oy shiznmo aNe BRENAO FUL OO IO Y SNTUBIAO ANV NV
ASTRIIN ONDRIOM  AL'WAOY DMGRRIAD (SREIMO INSIIND ALTVAOM J89VE ‘ON WRES

0o MaN "Aunog App3
WU DR UERbg YUoN
sawewly Jun 0} peyupy

-8, 113



5-98 01:37P

Dec-1

N3ICUVQ XNvEd

0000 %05 e
INAYIS 54
HOD M0 IEW NSOV S TV INGY 959000 4
ANINIEION BEREVINRER SN0 W -
L G0 40 GNY SHSMINNO QNY ROLIVSX 40 USINAN
{ShEINMO LN3AIND ALTVACH JSVR ON RS

{1v43034 NOSNHOS)

*IN RS %€ I3

GV S0 NOLLIREDSIT



5-98 01:37P

Dec-1

%0005
NOSYIN0 1HIV0Y
W IUWH LT
SINOC N 1M3E
HANTI0D I GAVKT
%00 0S
NOSUIONY @ TTYNDD IMON

v RN any SheReno
L1SFHAUM SNMOM  ALTWAOH ONIGRAIIAD

%05 T4
F0MMIS Wi
INIOVNVN STVUTNN 19999071
PEVINENS WRVTTR W
TNV SHRAINAO ONY NOLLYVIX3



.29

Dac-15-98 01:37P

%05 Ll (8Y WYIGIL ¥3aivD)
IS ogH PN TN
ININZOVNYIN STVRINIY ¥-199500- 27 oo "IJ/ZA KIS
FIEUSIIT
SOVINERE WIRVITo W N THWRIT BN WL
W SHRENNO ONY NOUVARMX3 - WA 20 NOLMEDSIT
ALWAGH 2SVE ON VRIS
omep mey ‘Sunc) Lpp3 : SONVT TWHI034
NN o) saenbg yuoN
wewsesly jrun 0 PIYSERY
. LIENXI



.30

Daec-15-98 01:37P

*E1 0

B5Z0
SN 1SnHL ng_:ﬁ
L nil ]
S313IVH X0 VN
%SZ0
MVYHENILLOD IS0

¥1FRTIICEL I ST ILT SANINLSIAKI Qv

L Y o)

%90
1SNH1 hims ]
%600
NOSNITEION JANNG L
xzo
NOLSMNIM ¥ VSV

%500

1103 HSIHVH)
%40

LBYd LN INBIIN IO
%500

100 N ST
%500

TIOD 4 NOV]

%500
FTI00 M
wig
JANLLLSNE 3T
w“io
SMIHONY YW1
b )
OOUMS T 304
%600
ST NIVLNNON DID0!
%540
WNI0UL I
w044
SIALWAOH NVDO
%540
00001 TODLENINIYE Y.
DTVSHANL %600
E g SIINIJOUS K T

aNY IShENMO ONV SRIINMO
1STMALM ONDINOM AL TWACYH DNKEMRIIAO

%0004
ABINLIT
IANLVEII00D WNOILYN

UL GHOIAN 20
(2O 196ROND

%052 *®«NeZ)
O3S S84
LNINIOVNVN STVHININ 1O620-O1 o
WIIVIRTEL SRVTTIO IV TN
GNY SHRNINMNO aONY NOILYARGY3 40 320NNN
ALTVAOM DISYS ‘O8N WRISS
otey Mep ‘Aumod App3
) o) aenbg YUON
wawsnilly jun o) payreny
-8, LeNa

(w3034 SHDIOIA)
"IN UE O3S

"S5 6l 38
TENNRAVITT
TNV 30 NOLLIRIDSI0

: SONVY VY034



-31

Dec-15-98 01 :38P

N1 SYD ¥ KO WOVXIL
%l
XON! @1 SN

¥
X0 OROW
SIS
POI3H M INTANEHL
%00 |
ARI0D
| 1INOHWI 2 VITIA
%00
SN NIV INOON ANION
w510
MNII0U43d HYOOd
w1t
SHLTVAOY NVOOT
asio
200001 JOOLSNINIEE TV
T SHINLNVS %500
TV 3UWDS SIMIOUSH

ASAREILN ONDRIOM  ALWAON ONIORRSIND

p 753 1)

ONESVD 2 WO TWIWN3L
99

W13H XOMNI YHIHL
NO005

AOND T INNIM

XONA G N

FUL QOO 50
{SRENO INBRIND

14}
IMNEIS doH
ANINIOVNWN S TviIon DY [
WEVIRENS ERETHIIW nEN
MY JISNINMC ONY NV 40 MIWRNN
ALWACH JBVE ON WREIS

(-1 3034 YUY

NN 8 O3S
rMSTUS @ 038
FEUSH-L

THWEETY
YT 40 NOLLIRIDSI0



5-98 01:38P

Dac-1

ANHO WS 71 49
¢ £9 INANIS IR

dHOD WO ASYHI NON 208 ‘SN AXO ANVETYNWL STVUINON ¥S000-3

TIRVINDE SIRVINESUN BOWIREEITN WREVIRENN WRVITI I

anv SN0 Oty ISRIGNMO L O O ONY SHSMININO ONY NOLLVMIIXD

1STIILN OMVNOM AL WAOW SNORAIIAD {ShFmO AN ALWACY OV Ol TYRIIs

oapxap mey ‘Ao App3
WauesiBy NN 08 peyeNy

-8 LIBHXI



.33

Daec-15-98 01:38P

%00’}
ODHIS T H0LMA
“ae i
4700
13OV T T T
2000
S 3 NIV LNNOW JOrD0N
%510
[JRR-TE=E, et WYI0I NN
%01 s
ALT S WACH NVOCOT
%510
%00001 TOOLSNINRE TV %001 %OSZh HLALT
271 SHINLYYY %00 TN dHH
IV UYNOS SHIMIIONL H ¥ 8 ON VSN AXO INIIOVHYN STVHINN E¥S080-01 [ 4 #IS ¢S {3 =
WENIRPYN RIFWININS SRRV IREI U TRV INENE WRVITIHIV o TRWNRVIT ONIWSI1
aNY ISREINND Do SRIINMD T QUODTN 4O ONV JHSUDIMO NV NOLLWRYA 20 WIBNN ONV D NOILAMDG 0
19331 ONDRIOM AL TWAOH SWIRIAND 1SRN0 L0GRIND ALWAOR J3vE ‘oM VIS
oamag mep ‘Aunod App3 ! SONVY VY3033
Hon ey aesbg YyoN
Wouneily up 01 peYSERY
-0, LINHX3



.34

Dec-15-98 01:38P

%oy
“OM "F0RId ONYITT
BELE 1001101 AL
Hr HOTAYL W

oY
HOTAVL HLNY Qve's
RO SHTHHI UM
WOZEE'S  LSMiL DOAN

HALSO4 AHLONOd
81 ABI09
43UOHYIN T RVITIM
%16
18NH1 F1A080 NHOI
%Ly
1SNug 00 L3
%00
S3¢ NIVANAON AHID0H
%G+ 0
MN308LId YVYOOd
%0l
SALTYAOYU NYDDT
%10
%00 008 YWOLSNINIES THYD %0000} %0528 EIETH {3033 Y. ONIOVHL SYXAL)
V1 SUINLYYY %600 IMAMIS daH
DIV YOS SHINIIOUdH T8 HOWVL 1Y ININIOVIIVIN STVHI N €2:080-37 Wl w5 & O3S
FEESI1 "
RISV BN FRNVIRITE 0N SESVIRINN BERVITIO NN TN TRWEVEIT BN DV
o tohien0 Qary IShEININD T CNOIRS 40 GNY dHBYINNO W OV 20 MmN GV A0 NOLLIRIDTIC
ASTIIIN ONORIOM AL IWAOM BIIORREIAD (SN0 LERRIND ALWACH 2iSVE ‘ON IS
ooxep MeN “Lunos App3 ' SONV VY3034
min s anbg o
uswenlly Lun 08 pELUIERY
oH. LIHXE



.35

Daec-15-98 01:39P

3315nd1
MWRIOOON 30NY¥130

A700 L3O
OWY T VWA

OQOMS T MOLMA
S3H NIVLNIIOW MO0
NNF0ULAd NVDOd

SILWACYH NYOO?D

%0000 00 LSNINRE WD
IN SHINLNVI %600
VI RVNDS S3UNIJONIHTS

UTRVINTEE PEOVINGNI

ONY BIRGNMO ONY SRIMD

L9NE LN DEDMOM  ALWACH ONIORIAD

%0000 ez €ENEZ)
INNIS o8+
QHOD NNI0NL3d SALYA LN INFOINR STVUHT NN L£6000r070 ]
FIOVIREUII N -] WREITH AN - .
TUM RIOIRS 90 L L ] ONY ROLULYWEA 20 NN
(S3MINMO LNRRIND ALTWAOM 28Ve TN TRES
oINS MeN "knmo) App3
W) o) wendg Yo
waweeuby Jjun o) peyreny
8. LIGHX3

(vd3a34 713003 v, T NI}

"ISL3A X3S
3N [~ Are=

OGNV 40 NOLLARIDSI0

: SONVY WH3a3S



.36

Dec-15-98 01 :39P

%€ n
YN 1SEHE ¥i3c SV
%SZ O
N LSNHL SNIDDIH
%000
S4IVH XOI WY
*Z0
NVHONULIOT N3

QL7 INIWLSIANE JHVN
%900

%*6C 0
NOSNISION ¢ 3430

R0
NOLSNWM % 1TvHS

SANL HIMNG INIHGISON

%500
1100 HSIRIVH)
%i€0
FULCTOREE i g
800
TI0J N SV
%500

703 "I NOT|
%S00
110> M
%0
FAINALSNE FTWVE0
%0
SAMIUANY I ¥im
%003
OSRES T HO,
%900
"SIH NIVANNOW A
%580
NNI0UL A

%00 008
IV SHILNVS W00

v’ 3yvnos]

EISNVINDEN RV
anew (shismn o Ishimo
1SN ONNYVOM AL WADYN ONKIRAIIAD

%0000}

“IdX3 SYISUINO LINANS

T GNODEN 30
ShENMO INRIND

ST LR
FINNIS o8H
ANFNTOYNYN S VNN £THR0r N 0o
] BIRVITIO IV N
W JHREINAO ONW NOLAYAREXS A0 WI3BWNN
ALWACN 2nve “ON VRS
OBy MaN "Apme) App3
Hu) ) amnbg ooN
wowsaily yun o3 peydenry
«5-8. Lenna

03tz WY¥3031 213 }
rasm
PARS MIS

10V 6L 335

FRUSH]

TWERVITT
GV 0 NOUJAKISIC

€



.02

27F

Dac-15-88 03

%600

QUYMW A YANO L

%60 zs‘.._,._.rut

NYWOTAR INNAT
%ASD

SILYA ABHSY NHOT
w00 3

S3LV¥A 3 g&i
%EE 'L

NOSYH3IA

M TIIAN 3A 1SNUL I
%5E ¢

1SNWL 0681 I Irs
%k

—

Nib D %SIB 1 1SNY LY

HINOD WA (TMWN DN ATH AGHOT,
®ITO *®ITD

INDINDAA STTHYH INONDIA NLLSIHHD
XELET  ISNHL TvLINYW %40

AHIAY N LYIA0U] NOLONIL LW YIHOTS

®0S 0 N2 NOLTIHS IBIOHD

02 417 WO OuGHYHS| %OOIE | 30V

%G dLvl NOSHIAL NNY ASLY

SALYAADD3d $NHOF] %8214 IIHOOIN QAOTT
%60 ¢ gL Q0

HOSYId NVHD IWAE  dF WYHAYT O #3908
%00'{ Wb L

SALYA dSHI BOSHIAI ¢ 03497115

NOSHINY

"M TTIONIM 0861 IMM)
%6E |

NOSH3IA! s TTIONIM
*0G0

S31vE 138YH 311
L0

HALHOd 27
%Sk 0
AHJUNW H 1Y38
%00
S NIWINAGN AN0OC
%SL0
WAFTIO0U L 34 WO
»01'1
SILIVAIY NvDO
W10
00004 JOOLSNINISE v
ITISHINIWVYS %00
DAV IHYNOS! SHLYIdONI H T 0

BROvINIDEId GHOVINTOE
aNy Shianmo ONY {SNEINMO
ISIYILNI ONINMOM AL TYACH DNIGRIE3A0

®IS ¥
SILYA '3 AIANYH
RIS
SAUYA dS
%iSH
SILYA W40 SHIH
WIS Y
118 STLWA MNRLHWYI
RZE 4T
NOLTIHS I8I0HD
RIE LT
HI M MNYW 3 ®05 21 BEIIERTY
w2t 12 IANIS daH
NOSHIN IMOMHYE ANIMEDVNYW STV INIW SB9S50-1
BTASVINIDU S ONV EIWINISEIE FIREATIO SV
FUL OO 30 ONY JHSHINMO NV NOU PHkdX 3
(SO LNTUBND ALTWACH M5ve ‘ON “TVIM3S
ONX I MaN “Kjuno) App3
wun e azenbg YUON
wawaufiy yun o) payreny

8. LI8IHX3

4O 4FHWON

-y TVE3034 Y3m9)

WS ¥IN 1€°J38
ERCRES 100
TWWRVIT
ONYY 30 NOLLGIWOSAN

1 4

ON 139e1

© SONY TWH3Qg34



. 38

Dec-15-98 01l:39P

%9l

1SNH1 DNIAN
FIGYI0AIN ASWO0D
%005
NOLLYNOTdX3
SYISHIAD LWANNS
%00 |
AQOMIS T 8310IA
%800
S3Y NIVINION JID0H 5121 1S 034 YD)
%50
ANITOH13d WYOOd IS LM
%04} N
SALWAOY N¥YDO PN 23
%45t0 T 101
W00 008 OO LSRG NIVD *00001 *05TH MWIeTL [ ()] € 038
N1 SHINLYYS «“og IDNMIS d8H S UM ot 238
INVT RIYNDS SILNII0Nd HE A TdX3 SYISHIAO LINS ANIPEOYN STVHININ YSDRSD- O 08s ’ IS IN oz '03s
FREIHNI st
WIRVINIEN TSWVINTE TIRNINTESI TN SIIVINDNER EERVITIONIVa W TIREIN N IWEL
oMY S0 N (sShianmo T GMOOTN 30 ONY JMBMTIMO N NOLUIVINX 2 20 YIONNN ONV SO0 SNLANOTIN
ASZAN ONDRIOM A LTWAON OMIORRBRIAD SREINMO ANRRIND ALWAON J19Ve ‘ON VRIS
ooxep Mey ‘Aeno) Appa : SONVY Tvd3a34
N e amnbg ypoN
wsmonaliy yun o peyaEnyY
8. LIBGDE



.39

Dec-15-98 01:39P

;

OOMHIS 1 HOLIA

-

13UOUV ¥ T AT
S0 NIV LNNOW A00Y

011 §13d WH0d {9- 1) YH3Q34 ONNNEE

%01
Q17 SILTVAON N¥DO?
%51
*0000} YOO LSNINIED VD 571 iRt IS OMS
T SHINLMVY *E00 ‘ INANIS AN 35 WM
V1 IVOOS SHINILOUdH ¥ R “ONI YO 3 O DINaX LNINIOVNYIN STV N 1055290 o M8 ®I
FU oI
WIIVIRINH WTRNIRTEN WISV N OYIONIRISNN BRI IV YN TIRWRVIT TN WL
OMY (hEanmo ONY (RO T GUOIT 40 ONY SHTINNO QY NOLLVRX 40 NIBNAN WYY 20 NOLGRIDEA]
AISREIN ONORIOM  ALWAOY DNIORRISAO {ShEINMO LNRIND ALWAGYH 2eVE ‘0N T3S
ONXGYy Mmay ‘Anno) App3 | SNV TWH3Q34
ynf) o) snbg yoN
Rismen; By pun 0) paduEy
«4 . LIOXA



.40

Dec-15-98 01:40P

%590
0 SRIUVHAIDNYA

Y HINNYRE SYION0O

213 AN YOV

GHWNOI AHUYH

NTOWNVY S BOB

kB BE:E
- - - B

%00 001
dd0D NOISYHD  TIIMINVH ONVTIION

TV {ShiD ey (Sheanmo
ASTITLNA ONDINOM  ALTVACH DMORAEAC

ANVINOD ? 1HONNE

TN SUOIRY SO

L7 2] da
J0MY3S L u
INTIIOVHYIN STVHIN YOO 091
TRWIRRN VI O BEN
QI SNSUINNC QNY NOUYMIIX 40 MIONNN
ALVACH JSVE ON TVRENS

Xy MEN "Anod Appa
W sy Lenbsg ULON
Wewaasly Wuf 0} PIITRY

4-Q. LIOHX3

Lix ] L33
FK-YTICL

TN S0 NDULMEIDSI0

ONTREL

* SANVT VY303



.41

Dec-15-98 01:40F

WAI0T INLINATYA

“E2ZL Jast
%0000} IAN3S [- V.4
dHOT ADYINI S0BHYN NOCE NOEAYTS KWW LNINIOVNYIN S WEINwe NF00-D1 o FMS T D22 03§
FEaTse1
WRVINNR WIVINGSE RERNINIREI W SERVINTN PIRVIVIO I TN TN RETT NIV
, OV (SRIINMD ONY (She3m0 T CNOIIM 30 G SMRUEININD QNY NOLLYUMDG 20 MIOWON NV S0 MOILEMOS30
ASTUIINI OMIRIOM  ALTVAON DNIIRSSIAD (SRINMO LHWUND ALWACY SVe ON TS
oMM Moy ‘Aumo?) App3 : SNV TV20ad

uun sye) aenbg yuoN
wswensliy puy 0} pEgIERY

-8, LI8X3



Dec-15-98 01:40FP

d¥OT ADHIND DOGTING

LSRN ONDRIOM AL TVACH SNIRRIIND



.03

Dec-15-98 03:27FP

%005
NOSY31S 14380
%052
¥ NUVH LT
W00 57
SINOT W LM38
LS 1~4 w05 2
LERE ol BbYs T4 NOLAYIS Invd
STV NI BIIOVINISE3d
ONY (SIMAD ONY (51330

LSIHANI ONNHOM ATV AOH DSNIRINEIANO

%008 NOLAAIS 1Y

EIIOVINGOE3d OV
FUUL U003 30
1SPIINMO ENSUMID

%0521 8H
INAEIS [: 7%, 18
LNINIDVNYIN STVUININ QET0G-NN

BRI FRSVIT IO Tva
ONY SHSUINMO GNY NOLLYMIIXD
ALTYAON DISVE oM Wiuas

oM agy Ma "Auno) App3
nun axe uwnbsg ylion
wawauby hun 01 payseny

<4-8.. LIgIHX3

SV
30 UIBNAN

INOLSHIML YIS ISYHO

b Pr3S Z OIS
FIEY 9L

TINVN ISV
THYY 40 NOLLINDS 3G

4t

- SUONVT w3034



.44

Dec-15-98 01:41P

034 1SPdl

%05 T8 o8
WO 001 %00 S FNNIS 15401
JIHOD NO ATINNDI NOLAYYS TNvd % O0L NOLAVIS InYd ANINIFOVNN STVHINY SRT08-NN o PN %3S - J3S
FRIER1 vGi
BERSVINDYNH TIRVINDEN BIRNIDEIEII O EERNIRYN GERANITIO IV THW TR ORIwNL
Ny (Sluanm0 Oy SRIINMO T GHOOTY 40 ONY EHSHINIMO ONY NIV 40 UIDNON OGNV 30 NOWLAINI$3Q
1SR ONOIOM  ALWACYH DIMIRINIAD {SRIINMO LIERIIND ALTWAOM ‘NSVE “ON WRIZS
Q3fxagy map ‘Aunc) App3a : SONYT TWNI03
#un aye) wesbg yuoN
wewsailiy wupn o1 PNy
. L1



.45

Dec-15-98 01:41P

%00 b

STIVIS INMATYD
L7
ITTVS NIvm
LD
OOUS T HOLIIA
%900
ST NIVLNNON ANO0Y
"0
L 1 N304 3d HYDOI
ANVIWOD 1O SI1dYLS L)
%L L SHLTPAGY NVOOT
‘03 WO SINOT 1Dl %540
L2 >3 TOOLSNNILE YD
011 SHINLHYI w00
DAV RIVNOS $H1HId0ONdH 2 8
WVINS WRVINIEN
anv (SN0 N R0

LSIUALNI ONDRIOM AL TWACH DNIGRRIIND

%00 004

4802 ADMENT 8080w

FULL BRI 40
(SReBwan INRIND

wns21 Far gt ]
AMUAHIS daH
ANINIOVNYN STV SQLIOTIN aTrr
NESVINIEId BEREVITIO I L >
OV JHREENMO [ TL. 5 c] 40 UIBNNN
Al TvAOH Sva ‘ON VRIS

oxey me) ‘Amnog App3
N o) enbs Yuon
wawsaily yuq 0} pepy

<8, LIoX3

fvy3a34 307

2N 2 238

FEESIL
ZMZI
107
1
Z100
L oea3s
TR
0! 40 OIS0

* SONY1 TVY¥3a34



.46

Dec-15-98 01:41P

%00 }
ODNIS T ¥01OIA
@00
SIY NIVLANNON A0
%S0
NNIAWONUL 3d HYDOd
%04 1
SHLIVAOY NYDO
%510 (L 3034 301 MH)
%0000} IWOLSHININE YD %0000! WS < 25t
OTI SUINLMYI %000 ‘dH0D SYD WHNLYN IDIANIS d8H MRS ¥AS
DIVE INWDS SHIHAMONdH S B SN4A3M0 SOV ANIASOVIWE STVHINN 247080~ [ ri01 w'o3as
TSSO 2
MIVINNE TRV BIRNINTUN OV ISR WIRVITIO W IR TIRWRVITT N IIVEL
ONY $S32E0eM0 ONY (ShEBNMO THL GMOEN S0 ONY JHSUINMO [ 4 Tl = ] 20 I QMYT SO NDILAREDS A0
ASTHAIN ONDRIOM A LTWAON DNIORRIZAD fSREINMO LRI ALTVAOM DiSVE ‘Ot T3S
OaDN MIN ‘o) App3 : SONVY WA
N VY UMbs Loy
susweesfly nun 03 peyoeRy
L0, Liemx3



.47

Dec-15-98 01:41P

WS dfet
%00 008 FOANIS PA~1T ]
JHOD ADHINT BOGHWW INON ROOL NOLAVIS NV ANINIOVN SWH INW 19CY0- N o »35 AN 22
FICH SOFL z
BHNVINIDED SIFWINISE WASNENET N TSN INISNI] WERVITID IW STEN TRV W IWEL
anv ORIMO GNY BIUINNO FLU GO 30 ONY SHSUEBNMO ONY NOLLVMXI 40 HINN TN 30 NOLLIIDS 3T
ASTUIANI ONDINOM  ALIWACH ONIORRIZND ISHMINMO 1NEDRIND AL TWAGH Jisve VN WRias
02ixep map ‘Aunod £pp3 2 SANY WH3I034
pun ey arenbg wpioy
tuswsesly jjun 03 peyIeRY
4B LIHXI



.48

Dec-15-98 01:41P

%052} dey ozl
»00 00t %006 IAAUIS /e [} PN TR
<SH0T NO ISYHD NOLAYTS MNVd N0 NOLAVTIS NVd ANINZIOVMNWW S W INN 196Y0- Y9N or *IN PSS & 238
FIEFY 501 (4
BIIOVINIOEL BEIONTRISYI BHINIRISEL iV SIRWINTEI OEVITI AW TN TIRWRVIT OIS
ey (shieao iy shsInmo 211 GMOITM 40 W SHNENMO ONY NOLLYMINS 20 dAWO VY S0 NOLLIRSDE 30
LSTUALN DNIYNMOM AL TWAOY DNIORIMIAD IShENNO0 LNRRIND ALTYAOM OlSva ON TV
OINXIY M ‘AJUn0) APPI 1 SONV WH3A34
¥uq w) senbg Yuon
wsusessiy pun 0) peydeny
4d. 1S3



.49

5-98 01:42P

Dec-1

%00 05

d¥OD ASHINI D0CTIE %0524
XO005 "0 26 Fy3as e
NOSHITNY '8 OTYNOG NOLAVTS Wrvd WOGI NOLAYYS Wivd ININIOVNVIN SIVHINN I9EYO N
RN EIEVINTEY BV N STRNINTNESN EERVITI0 W
ONY SRIINNO e thaanmo FUU TOIR S0 T SHEUINMO TRV HOLIWVMLEND
ASTUALN OMDRION  ALTVAOY OMORRIIAC {ShsIeM0 INRRIND ALWACW JISve ON TVRES

03Napy Map ‘Aunod App3
N aye aenbg yuon
Wowenily Jun 08 pRpERY

«5-8. LEMa



-850

Dec-15-98 01:42P

¥IGIS H3d
nOSTY
%00 00 -4 IDNMIS -~
‘dH0T MO SYHD 'O SNITHHA BIduwD ROCH 1NINITYNYIN STVRHINNY ORIOTIN 4 rMSYIN 8 D3
INCYSH AXO FRETITHWI (74
PISSVINDE FIEOVIRYEId IRV W NI FERVITIOIW Y W TRWEIYT DUEWVHL
any RiBueo ANV (SJIN0 T GUOOE S0 ONY JHSIENMO ONY NOLLVIIX3 40 NIWNON ONWY 30 NOLLSRIDSIA
ASIALNN ONDMOM  ALWAGY DNIGRIYIAO 1SN0 LNIINND ALTWACH NsVa ‘RS
02X Moy ‘Quno) App3 I SONYT TWVY¥3G3d
win sye) srvnbs wMoN
Rswenly pun 0y patIeny
w8 LIBIHX3



.51

Cec-15-98 01:42pP

%9 L
LEN) AU

%0000} XS 9
OO WO ISWHI O DINTUHO0 YYD

UTIVIRDNS WIVINIIS
oY (shyewo OV SRIZNMO
LSTUALN ONDRIOM AL TWAOH DISORREIAD

“ON3 VBN AXO

TULL GO 30
{SRISNMO ANRAND

*»ws5Zi d8H
FMANIS SSIg
ANINIOVNYN STVHININ S0DR10-1WN

EIRVITIE AV
ONY NOLWVIIIXD
ALWAON D1SYQ ON WRI2S

aaumy Mag "Aunod) Spp3
jun) aney aenbg yuoN
wansuby pun o) payseny

«b-Ba 10EIHX3

40 ¥3IBNNN

RiLESEER-ERL) jad

€107 ¥MS KN 81 03%
FY 3Br1

TRNRISHED
@V 50 NOLLAIDSI0

: SONVY TvHaa34



.52

Dec-15-98 01:42P

%001
ODHS I HOIJA
%900
S3Y NIVANNOW JID0NH
%510
WRI0WL3d ¥YDO0d
nt)
SILTYAQY NVDOT
%540
%00 04 WOLSNINRIB THYO
OT1 SHIMLHVd %600
DV VYNOS SIHIHOUIH 70

@I SRENMO Oy {SRIINAMO0
ASTHALN ONDRIOM  ALTYAON DMIORINIAD

I SUINLAYL DIV YOS

T GHOIEY 40
ISREINMO LIERIIND

w0528
IMANIS
ANINIOYNW STV NN

BN INEMI
QY MU0
ALWAON 2SVE

atey may ‘Lunon App3
HuQ sxIr] ssenbg yuIoN
wassssly pupn 0} prpIyY

< H. A1EX3

¥'IS POAN &2 338

WRVIVIS W
UMY NOUVAX T

TR
0NV 40 NOULIMISI0

: SONYT WH3d34



.53

Dec-15-98 (01 :42pP

ORNINENN ISV
ony ishiamo ONY ishineno
1SN ONDRIOM. A} TVAOH ONIORRIIAD

FUAL GMOOM 40
{SRISNMO ANRRIND

N JELT
FSVHD 308030
PEWINTES
NV SRRSO
. ALTVAGH OIMORAIIAO

ISYHO IDYO3

T GMOIRY 1O

w05Z1 a8H
FNAYIS 1

ANV STYHINDY [ glig, ]

FIRNICRE SIIVITIO W
OV JRISUTNO QY ROV
ALWACY N6VE oN TS

oNxep man ‘Ao App3
WM e aenbg YuoN
wansally puf 9) pRpeRY

8. LIGHX3



.55

Dec-15-98 01:43P

%529
TIVISIAANIUWI 9 AV
e
ONINOE 3 A438ON
%00 |
OONS T YOLON
%00
ST NIWLNNOW X100y

WN30YLId HYDOd
%011
SHLIVAOH NWOOT
e 0
%0004 FOOLSNINING THYD
OT1 SHM LUVd S50
DIV FHYNDS SHiNIdONd H'EE

VIS WIRENINENR
ONY SN0 ONY IslaNmo
A1STMITLNE ONDRIOM AL TWAON ONORSSIAD

%00 001

SN0 3 183808

UL GHOIIN 20
ERENMO LERRIND

®05Z4 sonit
IIMNNIS ]
LN IDYNYYS STV YINGN TITSYIN we
BIVIRISY MBVITR IV v
ONY AMSMINNG ONV NOUVIARG 40 MIDNNN
" ALTWADH NSve OM WS

o3uay map ‘Aunoo dpp3
JuN ) asenbg Yoy
ewen By Nun 0 POYIBRY

«}-H. LIBHX3

-9 WH3G33 4D}

€101 1§ 238

- SONY TVY¥3Q3J



.56

Dec-15-98 01:43P

SALIVAOH NYDOT

%0000

"IN OOONOD

TUAL GHOI 40

ODXIN MIN J0 31vaS

I JHOEINNC
ALVAOM Disva

oxe MeN ‘Awnod App3
NN Y] Jenbg Yoy
Woweasly pu 03 PRUIRRY

«8. LIGHX3

{2LYIS TR ININUINOD}

PN @« IS

OMYY 30 NOLLANIDE3O

SONVI ALViS



.57

Dec-15-98 01:43P

610 %S0 %9z0
HINCOIV4OD NOLONILLIHM ¢32CT1H  INSINDI0 AWLS
®OZ'0 N0
INOINO30 SITIW HOTIAY 1 Sa uo&,&m@
h L TAR R ) %040
TYUHYINABIAY N KOIINV 1 T1IONSW
%80 0 %00
ROSVY1d ONVHO I ATHI13M [ IFION)
w800 %9CO
THVITHYIN NWSO T HITIM T IIOHS
%G00 %00
NYNdVHD NVINO HIIM ML
%08 4 KELE
1SNH1 NOSHIAL ‘M ot NOL13HS 39
%001 %0 |
1SNHL08BL M IS)  3OVd NOSHIAI NNV,
%00} %010
1SNYL NOSHIN - BdOd HOTIM
%0 4 %61 ¢
NOSHIN T IIHOIN AAOTT
%60 weo
UILMOd D W NYHIVI N
wKo 04
AHJUIN H LY W NOSHINI T
900
SIY NV INGON i
%50
N3 0HLId ¥¥YD0
%014
SIALIVAOH NYDO
%510
%0000L F00LSNININE %00 008
ITISUINLYYV. L
DN SALUIIOMN H ¥ 'dHOD "HAId OXUYOVNY

VIR RVINENd
ONY (ShENmD oMY BheENeRo
1SREL1N GRORIOM AL WAOW OIGRRIING

szl oS
daH
O M3N 40 ALVLS vivoeze o
BIRVIRTE RISV SN
Y JHENINAMD QY MOV 40 WDNNNN
ALTWACH OISVS onmvalRs
oxen MaN ‘Aynod App3
nun o) asenbg Yoy
mausesly BUN o paLIRY
5. L1983

HEZ) H.31vLS Nt

PINIM K O3S
FRESIrT

TIWERET
GNY1 30 NOLLIRII$I0

* SONV 31VLS



.58

Dec-15-98 01:44FP

FUL OO 30 ONY JHBNIIN0 ONV NOLLYMIX3 20 Y30 OV O NDILARIDS 20

ooy meN ‘Hunaed App3 T SONYITWHIQ3S



.59

%ELE
TIOD HSIRIVHD
%1 £
T N SINT
*®EIVE
TIQJ 4 NOr
*LL €
TI00 M XN
%05 L3
7 SYINLYYD
Y1 VYNOS

TIVINTSN
oV (S)ueND
1SIHIAN ONDRMON

Dec-15-98 01:44P

%L €

T HSIWYHO
%ELT

110D N SIwr
%Ele

0D A NOF
WBEHE

TI0D M XvW
%800

SI4 NIVANAON AXD0Y
RG4 O

W0 13d ¥vD0d
w0t 1

SILIVADN NVOOT
%510

JOOLSNINRIE THVD
®KEVD

SINIJOUdH T I

BTV
ONY BRENMO
ALTVACY DMORININO

%00 001
ANVAWOD B0 XY
BISSVINEEI N

T o33 S0
ISIINMO LNRUIND

%05 2TL e
C ]
OINEA MIN JO ILVLS [ ] o
NESWIRISES MRV BN
ONY SHSUINMO aNY NOLLARAE 40 MIBNAN
ALTVAON 2SVY RS
odtte MeN ‘Aeno) App3
g} ane] arenbg Yo
wewssnsBy yun 08 pegreny
48, 1EeHX3

D rIL¥iSmN)

PiME3IS 9 D3IS
IVTIFL

TSRV
QY'Y S0 HOLLINISI0

P SONYT dLvis



Dec-15-98 01:44P

DN NOSLYM A
%£s 1
Q3 dNDITNOD IS
-0
ANYANOD ONV 488
%0671
SHINI I0Rd
e
SAYL 1SALAD
g0
NV 1OV
%00l
119 ONOMWIA dOUHLYT
%190
MO0 HLINE W [ 1
nig OOMS  NOLMA
NVIWI0H 23V ¥ 00
a0 S3H NIV.ANNON DIIOY
“ONLNGD L 21y
%190 ANII0E13d YVYDOd
NOISINAO¥d A'D %ED
%0 SALIVAOH NYDO1
DM ONVINOR %5
7= 2 JOOLSNING THiYD %00004 %0521 £SSITH (I1V4S ¥ILYMIO)
IM SHINLNYY AL T dER YIS WS
DOV FUNDS SHLNIIOUL W ¥ 8 OM 00Hd ® 13 OOVXAL OO0 MIN 40 ILviS ww-a ) YIYIN OIS
FIFITI1 w
FIRVINNL PIRVINTA WISVINRIUN WESVIRE ARVITI IW N TRV TNITWEL
W SRINN0 Y SRENMO TUlL GMDI3M 40 G HBATNNO O NOUNREIN 4O MIBWNN QN S0 NOLLIREDEAC
LSRN ONDRIOM  ALTVAOM DNIOMMSAD (N0 LINUND ALWAOM 2teve ON NS
oMUY ey “ARM0o) App3 ISANYT AUVLS
HuN oy wenbg oy
WUty sup o PRPIRY

-4 6. LIHE



.61

el
1

gEg3
O'gam-

1
g

Peﬁg
i

3
HHE
:

L T3S
149 GNONWIO JOMHAVY
wST96 F00LSNINLG YD
O SUINLNV L
DV IHVNOS ALWAIOUd
RV OTENIRSEN

Dec-15-98 0l1l:44P

LN SASAIM0 SINON

TUR RO 40
{ShEBINO0 LARND






Dec-15-98 01:29P

AGRES % of Uait

" "
.

FEDERAL LANDS : 4200 $6.42% Attached to that certain tnit Agresmant
STATE LANDS 320 14.68% dated the ____ day of QECEMBER, 1998, for
TOTAL UNIT LANDS : $120  100,00% the North Square Lake Unit. located page 1of2
in Eddy County , New Mexico
TRAC QWNER
LEABE |WORKING INTEREST OWNER [ TRACTOL{ TRACT | ToreroD| UNIT UNIT
TRACT NO] NAME | OWNER  NAME Wi% | CUMN@I98| ACRES |1THAUS-88] FACTOR (%)
1 CARPER SQUARE LAKE PARTNERS 100 192227 80 230 0.0122837 1 22637143
0
2 JOHNSON SGUARE LAKE PARTNERS 100 1423749 560 3548 0.1269864 125186302
2A KENNEDY CHASE OlL CORP 100 25238 80 0 0.0016182 0.146161866
25 KENNEDY (ONALC B. ANDERSON 50 91204 80 228 0.0083967 0 41983470
DAVID C COLLIER 125 0 0083987 0.1049587
BERT M. JONES 12.5 0.0083967 0 1040587
J.T HAILE JR 125 0 0083667 0 1049587
ROBERT GLEASON 128 3.0083967 £.1049587
3 JOHNSON A SQUARE LAKE PARTNERS 100 150165 80 41 0.0074473 071472618
3A KENNEDY A CHASE OIL CORP. 100 49159 80 241 0.0070328 0.70325904
[ SHELDON SQUARE LAKE PARTNERS 100 15082 40 0 0.0008384 0.0393838
4A JOHNSON CHASE OIL CORP. 100 340030 280 210 0.0191812 1.91812442
5 TEXAS TRD SQUARE LAKE PARTNERS 100 £76841 320 580 0.0388877 3.88877035
) JOHNSON SQUARE LAKE PARTNERS 100 5003 40 ) 0.0008178 0.05178147
8A KENNEDY A DONALD B. ANDERSON 50 21234 40 3 0.0014827 (.05983707
DAVID C. COLUIER 125 0.0011027 0.01480927
BERT M. JONES 12.5 0.0011027 0.01490027
J T. HAILE JR. 125 0.0011927 0.01400927
ROBERT GLEASON 125 00011927 0.01400027
7 CARPER AR SQUARE LAKE PARTNERS 120 145709 180 92 0.0085873 0.855730%4
8 VICKERS SQUARE LAKE PARTNERS 100 84973 240 1227 0.0567388 5.87385549
9 GRIER SQUARE LAKE PARTNERS 100 641203 180 3219 0.088623 8 55209736
1.3 ROWLEY CHASE QIL CORP 83.33 108600 80 264 0.0096833 0.30440781
BHW LLC 10.67 0.0090533 0.14062018
10 GRIER SQUARE LAKE PARTNERS 100 4] 40 q 0.00032¢8 0.03287974
“ TEXAS T-A SQUARE LAKE PARTNERS 100 374348 160 423 0.0234904 2.34004141
12 FIDEL A 5QUARE LAKE PARTNERS 100 558879 180 1082 0.0428443 4.28443269
13 ETZ SQUARE LAKE PARTNERS 100 224802 180 163 4.012031 1283100680
" GRIERA SQUARE LAKE PARTNERS 100 113320 40 7% 0.018778 1.8779011)
15 GRIER 33 SQUARE LAKE PARTNERS 100 1573547 580 4153 0.1422088 14 2200029
18 BRUNING SQUARE (AKE PARTNERS 100 188774 240 807 0.0420288 4.26264079
17 ANETZ CHASE Qil CORP 100 S15780 180 713 0.0343048 3.43046023
18 VALENTINE MARBOSB ENERGY CORP 100 115983 80 168 0.0081798 0.81798204
“8A TRST K27 BULLDOG ENERGY CORP 100 46342 40 100 0.0039832 0.39832003
19 CHASEFTR DAVID C. COLLIER 25 8462 40 69 0.0010391 0.04847712
BERT M. JONES 25 0.0018391 0.04847712
J.T. HAILE JR. 28 0.0019301 0.04847712
ROBERT GLEASON 2% 0.0019391 0.04647712
19A TRUST KENNEDY QIL COMP. 100 4719 40 8 0.0003088 0.05087828
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ACRES % of Unkt

FEDERAL LANDS : 8200 A%
STATE LANDS ; 120 14.58%
TOTAL UNIT LANDS © 8120 100.00%

“ [
D

Attached 1o that certain Unit Agreement
deted the ____ day of DECEMBER, 1998, for
the Narth Square Lake Unit, located
In Eddy County , New Mexico PAQE 20112

TRACT OWNER

LEASE [WORKING INTEREST OWNER | TRACTOIL] TRACT | TOoTPROD UNITY UNIT

TRACT NG| NAME | OWNER  NAME W% |Cum@ies| ACRES |1THRUS&s] FACTOR {%)
20 LOE  SQUARE LAKE PARTNERS 3333 802€03 480 1874  0.0TI3708 244544139
KM JOMES OIL CO. 33.3% 0.0733708 2 44544139
STAPLES OiL COMP. 332.33 Q0733708 244544138
P HJLOE SQUARE LAKE PARTNERS 100 118548 80 464 0.0138488 1.384870684
22 FED 27 MARBOB ENERGY CORP 100 4458 40 0 0.0004088 0 04908281
22A FED CHASE OIL CORP 100 43110 120 0 0.0028248 0 26246323
228 RILEY DONALD B. ANDERSON 50 26505 40 31 0.0030537 0 15268340
BYLLDOG ENERGY S0 0.0030837 0.1£263349
2 CARPER CHASE OIL CORP. 100 7780 40 0 0.0008228 0.06227882
234 CARPER CHASE OlL CCORP. 100 83245 40 82 0.0042718 0.42714572
24 CARPER G SQUARE LAKE PARTNERS 100 394531 80 540 0.0257033 2.57933015
25 BAXTERA UNLEASED 100 86177 120 ) 0.0048488 0 48438381
26 JEFFERS BULLDOG ENERGY 100 58504 40 24 0.0030087 0.30087060
27 GRIERB SQUARE LAKE PARTNERS 100 26828 4 309 00071173 0 71173102
28° CONTNTL SQUARE LAKE PARTNERS 100 268364 160 318 0.0174880 1 74858532
28 STATEH SQUARE LAKE PARTNERS 100 281380 -14] 280 0.0188185 186185138
294° WITCH  HERMAN LEDBETTER 100 132608 40 o 0.0083887 0 53887188
o STATE J-8 SQUARE LAKE PARTNERS ars 248748 40 144 0.0125053 1 00421644
MAX W. COLL 3128 0.0125053 003907916
JONF. COLL N5 0.0125083 0.03007018
JAMES N. COLL 3128 0.0125083 ©.03907018
CHARLES 1. COLL 3128 0 0128033 0.03807916
e TIDEWTR SQUARE LAKE PARTNERS 7588 200428 80 1528 0.037142 281722422
BORLAND INC 0.24 0.037142 0.00881409
CY PRODUCTION LLC oe1 0.037142 0.02208003
GEBN INC 0.24 0.037142 0 00851408
R.MACE HOLMAN JR. 0.84 0.037142 0.02285886
JL SMITH CO. 08 0.037142 0.02074384
LATHROP DIAMOND ®T 1.8 0.037142 0.0698270%
RACHEL LYMAN 0.4 0.037142 §.03401352
CV TEST TRUST 0.94 0.037142 0.034013862
PRIOE ENERQY 128 0.037142 0.46437558
ROP LAND COMP 1.88 0.037142 0.06942708
S8 COM & EQup 18 0.037142 0.08064 154
W WATSON INC. 108 0.037142 0.06982705
32 WEST DRV SQUARE LAKE PARTNERS 98.25 142111 80 804 0.017383 1.671080815
LATHROP DIAMOND BIT ars 0.017362 0.06510733
32 ZEPHYR SQUARE LAKE PARTNERS 100 405217 480 1088 0.0392993 3.02992074

*DENOTES STATE LANDS
TOTAL UNSY 2488 6110 28318 1 700.00% ]
TR
|rnucrs 1 THAU 27T) FEORRAL LANOS 0.8842003 .42

(TRACTS 28 TNRU 333 “STATE LANDS

O W W siaow 1aE% ]
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UNIT OPERATING AGREEMENT
NORTH SQUARE LAKE UNIT

EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the 11th day of December,
1998, by the parties who have signed the original of this
instrument, a counterpart thereof, or other instrument agreeing to
be bound by the provisions hereof;

WITNESSETH:

WHEREAS, the parties hereto as Working Interest Owners have
executed, as of the date hereof, an agreement entitled "Unit
Agreement, North Square Lake Unit, Eddy County, New Mexico," herein
referred to as "“Unit Agreement®", which, among other things,
provides for a separate agreement to be entered into by Working
Interest Owners to provide for Unit Operations as therein defined;

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

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Unit Agreement. The Unit Agreement is hereby confirmed
and by reference made a part of this agreement. The definitions in
the Unit Agreement are adopted for all purposes of this agreement.
If there is any conflict between the Unit Agreement and this
agreement, the Unit Agreement shall govern.

ARTICLE 2
EXHIBITS

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

2.1.1 Exhibits A, B-1 and B-2 of the Unit Agreement.

2.1.2 Exhibit ¢, attached hereto, is a schedule showing
the Unit 0il and Gas Participation of each Working Interest
Owner. Exhibit ¢, or a revision thereof, shall not be
conclusive as to the information therein, except it may be
used as showing the Unit 0il and Gas Participation of Working
Interest Owners for purposes of this agreement until shown to
be in error and revised as herein authorized.

2.1.3 Exhibit D, attached hereto, is the Accounting
Procedure applicakle to Unit Operations. If there is any
conflict between this agreement and Exhibit D, this agreement
shall govern.

2.1.4 Exhibit E, attached hereto, contains insurance
provisions applicable to Unit Operations.

2.1.5 Exhibjit F, attached hereto, is the Gas Balancing
Agreement applicable to Unit Operations.

2.1.6 Exhibit G, attached hereto, is the form of
indemnity agreement provided for in Article 9 of the Unit
Agreement. .

2.1.7 Exhibit H, attached hereto, 1is the non-
discrimination agreement provided for in Section 21.2.

2.1.8 Exhibit I, attached hereto, is a list of wells to
be delivered to Unit Operator on the Effective Date for use in
Unit Operations.



2.2 Revision of Exhibjts. Whenever Exhibits A, B-1 and B-2
are revised, Exhibit ¢ shall be revised accordlngly and be
effective as of the same date. Unit Operator shall alsc revise
Exhibit C from time to time as required to conform to changes in
ownership of which Unit Operator has been notified as provided in
the Unit Agreement. Working Interest Owners shall be provided a
duplicate copy of any exhibit revised as provided herein.

2.3 Reference to Exhibitg. When reference is made herein to
an exhibit, it is to the exhibit as originally attached, or, if
revised, to the last revision.

ARTICLE 3
SUPERVISION OF OPERATIONS BY
WORKING INTEREST OWNERS

3.1 gQverall Supervisien. Working Interest Owners shall
exercise overall supervision and control of all matters pertaining
to Unit Operations pursuant to this agreement and the Unit
Agreement. In the exercise of such authority, each Working
Interest Owner shall act solely in its own behalf in the capacity
of an individual owner and not on behalf of the owners as an
entirety.

3.2 Specific Authority and Dutieg. The matters with respect
to which Working Interest Owners shall decide and take action shall
include, but not be limited to, the following:

3.2.1 Method of Operation. The method of operation,
including the type or types of secondary or tertiary recovery,
or other enhanced recovery programs to be employed.

3.2.2 Drilling of Wells. The drilling, deepening, or
plugging back of any well whether for production of Unitized
Substances, for use as an injection well, or for other
purposes.

3.2.3 Well Abandonment., Use, and cConversion. The
abandonment of any well; the use of any well for injection,
salt water disposal, or for any purpose other than production;
or the conversion of the use of any well from one purpose to
another. The reactivation of a well which was shut-in or
temporarily abandoned to its former use by Unit Operator shall
not require prior approval of Working Interest Owners if the
estimated expenditure is less than the expenditure limitation
specified in Section 3.2.4.

3.2.4 Expenditures. The making of any single
expenditure in excess of thirty thousand dollars ($30,000.00);
however, approval by Working Interest Owners of the drilling,
reworking, deepening, or plugging back of any well shall
include approval of all necessary expenditures required
therefor, and for completing, testing, and equipping the well,
including necessary flow lines, separators, and lease tankage.

3.2.5 Disposition of Unit Equipment. The selling or
otherwise disposing of any major item of surplus Unit
Equipment, if the current price of new equipment similar
thereto is ten thousand dollars ($10,000.00) or more.

3.2.6 Appearance Before a court or Requlatory Agency.
The designating of a representative to appear before any court
or regulatory agency in matters pertaining to Unit Operations;
however, Unit Operator shall act as such representative in the
absence of the designation of a different representative by
Working Interest Owners. Such designation shall not prevent
any Working Interest Owner from appearing in person or from
designating another representative in its own behalf.



3.2.7 Audits. The auditing of the accounts of Unit
operator pertaining to Unit Operations hereunder; however, the
audit shall

(a) not be conducted more than once each year except
upon the resignation or removal of Unit Operator, and

(b) be made upon the approval of the owner or owners of
a majority of Working Interest other than that of Unit
Operator, at the expense of all Working Interest Owners
other than Unit Operator, or

(c) be made at the expense of those Working Interest
Owners requesting such audit, if owners of less than a
majority of Working Interest, other than that of Unit
Operator, request such an audit, and

(d) be made upon not less than thirty (30) days' written
notice to Unit Operator.

3.2.8 Inventorjes. The taking of periodic inventories
under the terms of Exhibit D.

3.2.9 Technical Services. The authorizing of charges to

the joint account for services by consultants or Unit
Operator‘'s technical personnel not covered by the overhead
charges provided by Exhibit D.

3.2.10 Assignment to Committees. The appointment of
committees to study any problems in connection with Unit
Operations.

3.2.11 The removal of Unit Operator and the selection of
a successor.

3.2.12 The enlargement of the Unit Area.
3.2.13 The adjustment and readjustment of investments.
3.2.14 The termination of the Unit Agreement.

3.2.15 The approval of Cooperative Agreements as provided
in Section 7.11 hereof.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 . Each Working Interest
Owner shall inform Unit Operator in writing of the names and
addresses of the representative and alternate who are authorized to
represent and bind such Working Interest Owner with respect to Unit
Operations. The representative or alternate may be changed from
time to time by written notice to Unit Operator.

4.2 Meetings. All meetings of Working Interest Owners shall
be called by Unit Operator upon its own motion or at the request of
one (1) or more Working Interest Owner having a total Unit 0il and
Gas Participation of not less than ten percent (10%). No meeting
shall be called on less than fourteen (14) days' advance written
notice, with agenda for the meeting attached. Working Interest
Owners who attend the meeting may amend items included in the
agenda and may act upon an amended item or other items presented at
the meeting. The representative of Unit Operator shall be chairman
of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide
all matters coming before them as follows:

4.3.1 Yoting Interegst. Each Working Interest Owner shall
have a voting interest equal to 1its Unit 0il and Gas
Participation.

3



4.3.2 Vote Required. Unless otherwise provided herein or
in the Unit Agreement, Working Interest Owners shall determine
all matters by the affirmative vote of any number of Working
Interest Owners having a combined voting interest of at least
sixty-five percent (65%); however, should any one Working
Interest Owner have more than thirty-five percent (35%) voting
interest, its negative vote or failure to vote shall not
defeat a motion and such motion shall pass if approved by
Working Interest Owners having a majority voting interest,
unless two or more additional Working Interest Owners having
a combined voting interest of at least five percent (5%)
likewise vote against the motion or fail to vote.

4.3.3 Vote at Meeting by Nonattending Working Interest
Qwner. Any Working Interest Owner who is not represented at
a meeting may vote on any agenda item by letter or telegram
addressed to the representative of Unit Operator if its vote
is received prior to the vote at the meeting.

4.3.4 Poll Votes. Working Interest Owners may vote on
and decide, by letter or telegram, any matter submitted in
writing to Working Interest Owners. If a meeting is not
requested, as provided in Section 4.2, within fourteen (14)
days after a written proposal is sent to Working Interest
owners, the vote taken by letter or telegram shall become
final. Unit Operator will give prompt notice of the results
of such voting to all Working Interest Owners.

ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally

reserve to themselves all their rights, except as otherwise
provided in this agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner shall have,

among others, the following specific rights:

Unit

time

5.2.1 Access to Unit Area. Access to the Unit Area at
all reasonable times to inspect Unit Operations, all wells,
and the records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit Operator,
upon written request, copies of all reports to any
governmental agency, reports of crude oil runs and stocks,
inventory reports, and all other information pertaining to
Unit Operations. The cost of gathering and furnishing
information not ordinarily furnished by Unit Operator to
Working Interest Owners shall be charged to the Working
Interest Owner that requests such information.

5.2.3 C02. The right to supply in-kind its proportionate
share of any CO2 or other injectants used in tertiary recovery
or enhanced recovery operations.

ARTICLE 6
UNIT OPERATOR

6.1 Unit Operator. GP II Energy, Inc. is hereby designated
Operator.

6.2 Resignation or Removal. Unit Operator may resign at any
by giving written notice thereof to Working Interest Owners.

Unit Operator may be removed at any time by the affirmative vote of
any number of Working Interest Owners having seventy-five percent
(75%) or more of the voting interest remaining after excluding the
voting interest of Unit Operator. Such resignation or removal
shall not become effective for a periocd of ninety (90) days after
the resignation or removal, unless a successor Unit Operator has
taken over Unit Operations prior to the expiration of such period.
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6.3 Selection of Successor. Upon the resignation or removal

of a Unit Operator, a successor Unit Operator shall be selected by
Working Interest Owners. If the Unit operator that is removed
fails to vote or votes only to succeed itself, the successor Unit
Operator shall be selected by the affirmative vote of Working
Interest Owners having over fifty percent (50%) of the voting
interest remaining after excluding the voting interest of the Unit
Operator that was removed.

ARTICLE 7
AUTHORITY AND DUTIES OF UNIT OPERATOR

7.1 Exclugive Right to Operate Upijit. Subject to the
provisions of this agreement and to instructions from Working
Interest Owners, Unit Operator shall have the exclusive right and
be obligated to conduct Unit Operations.

7.2 Workmanljke Conduct. Unit Operator shall conduct Unit

Operations in a good and workmanlike manner as would a prudent
operator under the same or similar circumstances. Unit Operator
shall freely consult with Working Interest Owners and keep them
informed of all matters which Unit Operator, in the exercise of its
best judgment, considers important. Unit Operator shall not be
liable to Working Interest Owners for damages, unless such damages
result from its gross negligence or willful misconduct.

7.3 Lieng and Encumbranceg. Unit Operator shall endeavor to
keep the lands and leases in the Unit Area and Unit Equipment free
from all liens and encumbrances occasioned by Unit Operations,
except the lien and security interest of Unit Operator granted
hereunder.

7.4 Enployeeg. The number of employees used by Unit Operator
in conducting Unit Operations, their selection, hours of labor, and
compensation shall be determined by Unit Operator. Such employees
shall be the employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books,
accounts, and records of Unit Operations.

7.6 Reportg to Working Interest Owners. Unit Operator shall
furnish Working Interest Owners periodic reports of Unit
Operations. Such reports shall be furnished as frequently as may
be determined by Working Interest Owners.

7.7 Gag Vintage. Upon unitization, all Working Interest
Owners shall provide the Unit Operator with the gas vintage for
each well contributed to the Unit. The Unit Operator shall provide
guarterly gas vintage splits to each Working Interest Cwner's gas
purchaser(s).

7.8 Reports to Governmental Authorities. Unit Operator shall
make all reports to governmental authorities that it has the duty
to make as Unit Operator.

7.9 Engineering and Geological Information. Unit Operator
shall furnish to a Working Interest Owner, upon written request, a
copy of all 1logs and other engineering and geological data
pertaining to wells drilled for Unit Operations.

7.10 Expenditures. Unit Operator is authorized to make single
expenditures not in excess of thirty thousand dollars ($30,000.00)
without prior approval of Working Interest Owners. If an emergency
occurs, Unit Operator may immediately make or incur such
expenditures as in its opinion are required to deal with the
emergency. Unit Operator shall report to Working Interest Owners,
as promptly as possible, the nature of the emergency and the action
taken.



7.11 Wells Drilled by Unit Operator. All wells drilled by
Unit Operator shall be at the usual rates prevailing in the area.
Unit Operator may employ its own tools and equipment, but the
charge therefor shall not exceed the usual rates prevailing in the
area, and the work shall be performed by Unit Operator under the
same terms and conditions as are usual in the area in contracts of
independent contractors doing work of a similar nature.

7.12 GCooperative Agqreements. Unit Operator may, after
approval by Working Interest Owners, enter into cooperative
agreements with respect to lands adjacent to the Unit Area for the
purpose of coordinating operations.

7.13 Tertiarv Recovery Operatjons. Unit Operator shall

conduct tertiary recovery or enhanced recovery operations only with
the affirmative vote of Working Interest Owners having seventy-five
percent (75%) or more voting interest.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calendar year
after the Effective Date hereof, Unit Operator shall make and file
all necessary ad valorem tax renditions and returns with the proper
taxing authorities with respect to all property of each Working
Interest Owner used or held by Unit Operator for Unit Operations.
Unit Operator shall settle assessments arising therefrom. All such
ad valorem taxes shall be paid by Unit Operator and charged to the
joint account; however, if the interest of a Working Interest Owner
is subject to a separately assessed overriding royalty interest,
production payment, or other interest in excess of a one-eighth
(1/8) royalty, such Working Interest Owner shall notify Unit
Operator of such interest prior to the rendition date and shall be
given credit for the reduction in taxes paid resulting therefrom.
If the ad valorenm taxes are based in whole or in part upon separate
valuation of the Working Interest of each Working Interest Owner,
then notwithstanding anything to the contrary herein, charges to
the joint account shall be made and paid by the Working Interest
Owners in accordance with the tax value generated by the Working
Interest of each Working Interest Owner. If Unit Operator
considers any tax assessment improper, Unit Operator may, at its
discretion, protest within the time and manner prescribed by law,
and prosecute to a final determination, unless Working Interest
Owners agree to abandon the protest prior to final determination.
buring the pendency of administrative or judicial proceedings,
Operator may elect to pay, under protest, all such taxes and any
interest or penalty. When any such protested assessment shall have
been finally determined, Unit Operator shall pay the tax for the
joint account, together with any interest and penalty accrued.

8.2 Qther Taxes. Each Working Interest Owner shall pay or
cause to be paid all production, severance, gathering, windfall
profits, and other taxes imposed upon or with respect to the
production or handling of its share of Unitized Substances, except
that on gas production only the taking parties shall pay such
taxes.

ARTICLE 9
INSURANCE

9.1 Insyrance. Unit Operator, with respect to Unit
Operations, shall provide insurance as set forth in Exhibit E.

ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Over. Upon the Effective Date,
Working Interest Owners shall deliver to Unit Operator the
following:



10.1.1 Wellg. All wells listed on Exhibit I, together
with the casing therein.

10.1.2 Well and Lease Equipment. The tubing in each such
well, the wellhead connections thereon, and all other well,
lease and operating equipment that is used in the operation of
such wells, which Working Interest Owners determine is
necessary or desirable for conducting Unit Operations.
Working Interest Owners shall make such determination as soon
as practicable after the Effective Date herecof, and all such
property that is determined to be surplus shall be returned as
promptly as possible to the Working Interest Owners who
delivered same to Unit Operator.

10.1.3 condition of Wells. If any well has any zone(s)
open below the Unitized Interval, Working Interest Owner(s) of such
well must set a cast iron bridge plug (CIBP) in production casing
at 120 feet below the base of the Lovington Sand, and place
approximately 35 feet of cement on top of the CIBP. All wells,
including the casing therein, shall be delivered to Unit Operator
in reasonably good physical condition capable of being used for
Unit Operations. If within one hundred and twenty (120) days after
the Effective Date it is determined by the Working Interest Owners
that at least one of the wells on Exhibit I within each forty (40)
acres; i.e., within each proration unit, has not been delivered to
Unit Operator (a) in reasonably good physical condition capable of
being used for Unit Operations on the Effective Date, and (b) free
of any casing failure or leak, whether any such casing failure or
leak is determined by Unit Operator to have developed before or
after the Effective Date, and (¢) with any zone(s) below the
Unitized Interval that have not been placed in condition as set out
above in this Section 10.1.3, then the Working Interest Owner(s)
who contributed such forty (40) acres shall be liable to the other
Working Interest Owners for liquidated damages as measured by the
cost of repairing one well on the forty (40) acres, or by the cost
of drilling, completing, and equipping a replacement well on the
forty (40) acres, not to exceed two hundred thousand dollars
($200,000.00), provided that any amount in excess of two hundred
thousand dollars ($200,000.00) shall be treated as any other item
of Unit Expense and charged to the joint account.

10.1.4 Records. A copy of all production and well
records for such wells.

10.2 Inventorv and Evaluation of Pergonal Proverty. Working
Interest Owners shall, at Unit Expense, inventory and evaluate the
perscnal property taken over by Unit Operator under Section 10.1.2.
The inventory shall include and be limited to those items of
equipment considered controllable as recommended in the most recent
edition of the "Materials Classification Manual" prepared by the
Council of Petroleum Accountants Societies; however, upon
determination of Working Interest Owners, items considered
noncontrollable may be included in the inventory in order to insure
a more equitable adjustment of investment. All noncontrollable
items of well, lease and operating equipment used in the operation
of the wells taken over under Section 10.1.1. which Working
Interest Owners determine is necessary or desirable for conducting
Unit Operations, although excluded from the inventory, shall
nevertheless be taken over by Unit Operator. Casing taken over
under Section 10.1.1 shall be included in the inventory for record
purposes, but shall be excluded from evaluation and investment
adjustment. Immediately following completion of such inventory,
the material and equipment included in the inventory, with the
exception of casing, shall be priced in accordance with the
provisions of Exhibit "D". The pricing shall be performed under
the supervision of, by the personnel of, and in the offices of the
Unit Operator, with Wworking Interest Owners furnishing such
additional pricing information as may be available and necessary.



10.3 Invegtment Adjustment. Upon approval by Working Interest
Owners of the inventory and evaluation, each Working Interest Owner
shall be credited with the value, as determined under Section 10.2,
of its interest in all personal property taken over under Section
10.1.2, and shall be charged with an amount equal to that obtained
by multiplying the total value, as determined under Section 10.2,
of all personal property taken over under Section 10.1.2 by such
Working Interest Owner's Unit 0il and Gas Participation. 1If the
charge against any Working Interest Owner is greater than the
amount credited to such Working Interest Owner, the resulting net
charge shall be an item of Unit Expense chargeable against such
Working Interest Owner. If the credit to any Working Interest
Oowner is greater than the amount charged against such Working
Interest Owner, the resulting net credit shall be paid to such
Working Interest Owner by Unit Operator out of funds received by it
in settlement of the net charges described above.

10.4 General Facjilities. The acquisition of warehouses,

warehouse stocks, lease houses, camps, facility systems, and office
buildings necessary for Unit Operations shall be by negotiation by
the owners thereof and Unit operator, subject to the approval of
Working Interest Owners. There shall be no adjustments for lease
roads or appurtenances thereto.

10.5 ownership of Persgopnal Propexty and Facilitieg. Each
Working Interest Owner, individually, shall by virtue hereof own an
undivided interest, equal to its Unit 0il and Gas Participation, in
all personal property and facjilities taken over or otherwise
acquired by Unit Operator pursuant to this agreement.

ARTICLE 11
UNIT EXPENSE

11.1 Bagis of cCharge to Working Interest owners. Unit
Operator initially shall pay all Unit Expense. Each Working
Interest Owner shall reimburse Unit Operator for its share of Unit
Expense. Each Working Interest Owner's share of Unit Expense is to
be allocated based on their Unit 0il and Gas Participation in
effect at the time such Unit Expense is incurred. All charges,
credits, and accounting for Unit Expense shall be in accordance
with Exhibit D.

11.2 Budgets. Before or as soon as practical after the
Effective Date, Unit Operator shall prepare a budget of estimated
Unit Expense for the remainder of the calendar year, and, on or
before the first day of each September thereafter, shall prepare a
budget for the ensuing calendar year. A budget shall set forth the
estimated Unit Expense by gquarterly periods. Budgets shall be
estimates only, and shall be adjusted or corrected by Working
Interest Owners and Unit Operator whenever an adjustment or
correction is proper. A copy of each budget and adjusted budget
shall be furnished promptly to each Working Interest Owner.

11.3 Advance Billings. Unit Operator shall have the right,
without prejudice to other rights or remedies, to require Working
Interest Owners to advance their respective shares of estimated
Unit Expense by submitting to each working Interest Owner, on or
before the 15th day of any month, an itemized estimate thereof for
the succeeding month, together with an invoice for its share
thereof. Within fifteen (15) days after receipt of the estimate,
each Working Interest Owner shall pay to Unit Operator its share of
such estimate. Adjustments between estimated and actual Unit
Expense shall be made by the Unit Operator at the close of each
calendar month, and the accounts of Working Interest Owners shall
be adjusted accordingly.

11.4 Commingling of Fundg. Funds received by Unit Operator
under this agreement need not be segregated or maintained by it as
a separate fund, but may be commingled with its own funds.



11.5 L;gn_gng_ﬁg_g;i;g_xn;g;ggl. Each Working Interest Owner
grants to Unit Operator a lien upon its 0il and Gas Rights in each
Tract, and security interest in its share of Unitized Substances
when extracted and its interest in all Unit Equipment, to secure
payment of its share of Unit Expense, together with interest
thereon at the Prime rate set by Chase Manhattan Bank of New York
for the same period plus one percent (1%) per annum or the maximum
contract rate permitted by applicable usury laws, whichever is the
lesser. To the extent that Unit Operator has a security interest
under the Uniform Commercial Code of the State of New Mexico, Unit
Operator shall be entitled to exercise the rights and remedies of
a secured party under the Code. The bringing of a suit and the
obtaining of judgment by Unit Operator for the secured indebtedness
shall not be deemed an election of remedies or otherwise affect the
lien rights or security interest as security for the payment
thereof. In addition, upon default by any Working Interest owner
in the payment of its share of Unit Expense, Unit Operator shall
have the right, without prejudice to other rights or remedies, to
collect from the purchaser the proceeds from the sale of such
Working Interest Owner's share of Unitized Substances until the
amount owed by such Working Interest Owner, plus interest, has been
paid. Each purchaser shall be entitled to rely upon Unit
Operator's written statement concerning the amount of any default.
Unit Operator grants to Working Interest Owners other than Unit
Operator an identical lien and security interest, together with the
same remedies as provided to Unit Operator above, to secure payment
of Unit Operator's share of expense.

11.6 Unpaid Unit Expense. If any Working Interest Owner fails
to pay its share of Unit Expense within sixty (60) days after

rendition of a statement therefor by Unit Operator, each Working
Interest Owner agrees, upon request by Unit Operator, to pay its
proportionate part of the unpaid share of Unit Expense of the
defaulting Working Interest Owner. Working Interest Owners that
pay the share of Unit Expense of a defaulting Working Interest
Owner shall be reimbursed by Unit Operator for the amount so paid,
plus any interest collected thereon, upon receipt by Unit Operator
of any past due amount collected from the defaulting Working
Interest Owner. Any Working Interest Owner so paying a defaulting
Working Interest Owner's share of Unit Expense shall, to obtain
reimbursement thereof, be subrogated to the lien and other rights
herein granted Unit Operator.

11.7 carved-Qut Interest. If any Working Interest Owner
shall, after executing this agreement, create an overriding
royalty, production payment, net proceeds interest, carried
interest, or any other interest out of its Working Interest, such
carved-out interest shall be subject to the terms and provisions of
this agreement, specifically including, but without limitation,
Section 11.5 hereof entitled "Lien and Security Interest of Unit
Operator®. If the Working Interest Owner creating such carved-out
interest (a) fails to pay any Unit Expense chargeable to such
Working Interest Owner under this agreement, and the production of
Unitized Substances accruing to the credit of such Working Interest
Owner is insufficient for that purpose, or (b) withdraws from this
agreement under the terms and provisions of Article 17 hereof, the
carved—-out interest shall be chargeable with a pro rata portion of
all Unit Expense incurred hereunder, the same as though such
carved-out interest were a Working Interest, and Unit Operator
shall have the right to enforce against such carved-out interest
the lien and all other rights granted in Section 11.5 for the
purpose of collecting the Unit Expense chargeable to the carved-out
interest.

11.8 Uncommitted Rovalty. Should an owner of a Royalty
Interest in any Tract fail to become a party to the Unit Agreement,
and, as a result thereof, the actual Royalty Interest payments with
respect to such Tract are more or less than the Royalty Interest
payments computed on the basis of the Unitized Substances that are



allocated to such Tract under the Unit Agreement, the difference
shall be borne by or inure to the benefit of Working Interest
Owners, in proportion to their respective Unit 0il and Gas
Participation at the time the Unitized Substances were produced;
however, the difference to be borne by or inure to the benefit of
Working Interest Owners shall not exceed an amount computed on the
basis of one-eighth (1/8) of the difference between the Unitized
Substances allocated to the Tract and the Unitized Substances
produced from the Tract. If such difference exceeds an amount
computed on the basis of ocne-eight (1/8) of the difference between
the Unitized Substances allocated to the Tract and the Unitized
Substances produced from the tract, the excess shall be borne
solely by the Working Interest Owners of such Tract proportionately
in accordance with their Tract Participation as shown on Exhibit B-
2. Such adjustments shall be made by charges and credits to the
joint account.

ARTICLE 12
NONUNITIZED FORMATIONS

12.1 Right to QOperate. Any Working Interest Owner that now
has or hereafter acquired the right to drill for and produce oil,
gas or other minerals, from a formation underlying the Unit Area
other than the Unitized Formation, shall have the right to do so
notwithstanding this agreement or the Unit Agreement. In
exercising the right, however, such Working Interest Owner shall
exercise care of cause care to be exercised to prevent unreasonable
interference with Unit Operations. No Working Interest Owner shall
produce Unitized Substances through any well drilled or operated by
it.

ARTICLE 13
TITLES

13.1 Warranty and Indemnity. Each Working Interest Owner
represents and warrants that it is the owner of the respective
Working Interests set forth opposite its name in Exhibits B-1, B-2
and C, and agrees to indemnify and hold harmless the other Working
Interest Owners from any loss due to failure, in whole or in part,
of its title to any such interest, except failure of title arising
because of Unit Operations; however, such indemnity and any
liability for breach of warranty shall be limited to an amount
equal to the net value that has been received from the sale or
receipt of Unitized Substances attributed to the interest as to
which title failed. Each failure of title will be deemed to be
effective, insofar as this agreement is concerned, as of 7:00 a.m.
on the first day of the calendar month in which such failure is
finally determined, and there shall be no retroactive adjustment of
Unit Expense, or retroactive allocation of Unitized Substances or
the proceeds therefrom, as a result of a title failure.

13.2 Failure Becauge of Unit Operations. The failure of title
to any Working Interest in any Tract because of Unit Operations,
including nonproduction from such Tract, shall not change the Unit
0il and Gas Participation of the Working Interest Owner whose title
failed in relation to the Unit 0il and Gas Participation of the
other Working Interest Owners at the time of the title failure.

ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, obligations, and
liabilities of Working Interest Owners shall be several and not
joint or collective; and nothing herein shall ever be construed as
creating a partnership of any kind, joint venture, association, or
trust among Working Interest Owners.
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14.2 Settlements. Where insurance or self-insurance is not
maintained as set forth in Exhibit E for the joint interest, the
Unit Operator shall investigate, defend, settle or otherwise handle
any injury or damage claim or suit if the settlement expenditure
does not exceed thirty thousand dollars ($30,000.00) and if the
payment is in complete settlement of the claim or suit. A
settlement expenditure in excess of the above amount may be made
only by approval of Working Interest Owners and each Working
Interest Owner shall have the right to participate through its own
counsel at its own expense in the settlement, compromise or defense
of any such claim or suit. Any expenditure incurred by Unit
Operator in defending, compromising, settling or prosecuting any
claims or suits, regardless of the settlement amount, shall be
charged to the joint account, including charges for litigation
services of Unit Operator's legal staff or fees or expenses of
outside attorneys; however, no charge for services of Unit
Operator's legal staff or fees or expenses of ocutside attorneys
shall be made without prior approval of Working Interest Owners.
If a claim is made against any Working Interest Owner or if any
Working Interest Owner is sued in connection with any matter
arising from Unit Operations over which such Working Interest Owner
has no control because of the rights given Working Interest Owners
and Unit Operator by this Agreement and the Unit Agreement, the
Working Interest Owner shall immediately notify Unit Operator, and
the claim or suit shall be treated as any other claim or suit
involving Unit Operations.

ARTICLE 15
INTERNAL REVENUE PROVISION

15.1 Ipnternal _Revenye _Provision. Notwithstanding any
provisions herein that the rights and liabilities of the parties
hereunder are several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a
partnership, if for Federal income tax purposes this agreement and
the operations hereunder are regarded as a partnership, then each
of the parties hereto elects to be excluded from the application of
all the provisions of Subchapter K, Chapter 1, Subtitle A, of the
Internal Revenue Code, as permitted and authorized by Section 761
of the Code and the regulations promulgated thereunder. Unit
Operator is hereby authorized and directed to execute on behalf of
each of the parties hereto such evidence of this election as may be
required by the Secretary of the Treasury of the United States or
the Federal Internal Revenue Service, including specifically, but
not by way of limitation, all of the returns, statements, and the
data required by Federal Regulations 1.761-1(a). Should there be
any requirement that each party hereto further evidence this
election, each party hereto agrees to execute such documents and
furnish such other evidence as may be required by the Federal
Internal Revenue Service or as may be necessary to evidence this
election. Each party hereto further agrees not toc give any notices
or take any other action inconsistent with the election made
hereby. If any present or future income tax laws of the State of
New Mexico, or any future income tax law of the United States,
contain provisions similar to those in Subchapter K, Chapter 1,
Subtitle A, of the Internal Revenue Code, under which an election
similar to that provided by Section 761 of the Code is permitted,
each of the parties agrees to make such election as may be
permitted or required by such laws. In making this election, each
of the parties states that the income derived by such party from
the operations under this agreement can be adequately determined
without the computation of partnership taxable income.

ARTICLE 16
NOTICES

16.1 Notices. All notices required hereunder shall be in
writing and shall be deemed to have been properly served when sent
by mail or telegram to the address of the representative of each
Working Interest Owner as furnished to Unit Operator in accordance
with Article 4.
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ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from
this agreement by transferring, without warranty of title either
express or implied, to the Working Interest Owners who do not
desire to withdraw, all its 0il and Gas Rights, exclusive of
Royalty Interests, together with its interest in all Unit Equipment
and in all wells used in Unit Operations, provided that such
transfer shall not relieve such Working Interest Owner from any
obligation or liability incurred prior to the first day of the
month following receipt by Unit Operator of such transfer. The
delivery of the transfer shall be made to Unit Operator for the
Working Interest Owners who do not desire to withdraw; i.e., the
transferees. The transferred interest shall be owned by the
transferees in proportion to their respective Unit 0il and Gas
Participation in effect at the time of the transfer. The
transferees, in proportion to the respective interests so acquired,
shall pay the transferor for its interest in Unit Equipment, the
salvage value thereof less its share of the estimated cost of
salvaging same and of plugging and abandoning wells then being used
or held for Unit Operations, as determined by Working Interest
owners. In the event such withdrawing owner's interest in the
aforesaid salvage value is less than such owner's share of such
estimated costs, the withdrawing owner, as a condition precedent to
withdrawal, shall pay the Unit Operator, for the benefit of Working
Interest Owners succeeding to its interest, a sum equal to the
deficiency. Within sixty (60) days after receiving delivery of the
transfer, Unit Operator shall render a final statement to the
withdrawing owner for its share of Unit Expense, including any
deficiency in salvage value, as determined by Working Interest
Oowners, incurred as of the first day of the month following the
date of receipt of the transfer. Provided all Unit Expense,
including any deficiency hereunder, due from the withdrawing owner
has been paid in full within thirty (30) days after the rendering
of such final statement by the Unit Operator, the transfer shall be
effective the first day of the month following its receipt by Unit
Operator and, as of such effective date, withdrawing owner shall be
relieved from all further obligations and liabilities hereunder and
under the Unit Agreement, and the righta of the withdrawing Working
Interest Owner hereunder and under the Unit Agreement shall cease
insofar as they existed by virtue of the interest transferred.
Upon the effective date of transfer, the Unit Participation of the
transferrees shall be revised to reflect the increase in their
shares resulting from the transferred interest.

17.2 Limitation on Withdrawal. Notwithstanding anything set
forth in Section 17.1, Working Interest Owners may refuse to permit
the withdrawal of a Working Interest Owner if its Working Interest
is burdened by any royalties, overriding royalties, production
payments, net proceeds interest, carried interest, or any other
interest created out of the Working Interest in excess of one-
eighth (1/8) lessor's royalty, unless one or more of the other
Working Interest Owners are willing to accept assignment of the
Working Interest subject to such burdens. Such Working Interest
Owners willing to accept assignment, if any, will own the
transferred interest in proportion to their respective Unit 0il and
Gas Participation. Upon the effective date of transfer, if any,
the Unit Participation of the transferrees shall be revised to
reflect the increase in their shares resulting from the transferred
interest.

ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former oOwners. If Working Interest Owners
decide to abandon permanently any well within the Unit Area prior
to termination of the Unit Agreement, Unit Operator shall give
written notice thereof to the Working Interest Owners of the Tract
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on which the well is located, and they shall have the option for a
period of ninety (90) days after the sending of such notice to
notify Unit Operator in writing of their election to take over and
own the well. Within ten (10) days after the Working Interest
Owners of the Tract have notified Unit Operator of their election
to take over the well, they shall pay Unit Operator, for credit to
the account of all Working Interest Owners, the amount determined
by Working Interest Owners to be the value of the salvageable
casing and equipment in and on the well up to and including the
wellhead equipment, except casing therein if contributed by such
Working Interest Owners under Section 10.1.1, less the amount
determined by Working Interest Owners to be the cost of salvaging
and plugging and abandoning. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off the Unitized
Formation in a manner satisfactory to Working Interest Owners, and
upon abandonment to plug the well in compliance with applicable
laws and regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do
not elect to take over a well located within the Unit Area that is
proposed for abandonment, Unit Operator shall plug and abandon the
well in compliance with applicable laws and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

19.1 Effective Date. This agreement shall become effective
when the Unit Agreement becomes effective.

19.2 Term. This agreement shall continue in effect so long as
the Unit Agreement remains in effect, and thereafter until (a) all
Unit wells have been plugged and abandoned or turned over to
wWorking Interest Owners in accordance with Article 20; (b) all Unit
Equipment and real property acquired for the joint account have
been disposed of by Unit Operator in accordance with instructions
of Working Interest Owners; and (c) there has been a final
accounting.

ARTICLE 20
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agreement, the
following will occur:

20.1.1 9il1 and Gas Rights. O©0il and Gas Rights in and to
each separate Tract shall no longer be affected by this
agreement, and thereafter the parties shall be governed by the
terms and provisions of the leases, contracts, and other
instruments affecting the separate Tracts.

20.1.2 Right to Operate. Working Interest Owners of any
Tract that desire to take over and continue to operate wells

located thereon may do so by paying Unit Operator, for credit
to the joint account, the amount determined by Working
Interest Owners to be the value of the salvageable casing and
equipment up to and including the wellhead equipment in and on
the wells taken over, except casing therein if contributed by
such Working Interest Owners under Section 10.1.1., less the
amount determined by Working Interest Owners to be the cost of
salvaging and plugging and abandoning, and by agreeing upon
abandonment to plug each well in compliance with applicable
laws and regulations.

20.1.3 Salvaging Wells. Unit Operator shall salvage as
much of the casing and equipment in or on wella not taken over
by Working Interest Owners of separate Tracts as can
economically and reasonably be salvaged, and shall cause the
wells to be plugged and abandoned in compliance with
applicable laws and regulations.
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20.1.4 cost of Abandonment. The cost of abandonment of
Unit Operations shall be Unit Expense.

20.1.5 Distribution of Assetg. Working Interest Owners
shall share in the distribution of Unit Equipment, or the
proceeds thereof, in proportion to their 0il and Gas Unit
Participation.

ARTICLE 21
LAWS, REGULATIONS AND CERTIFICATE OF COMPLIANCE

21.1 Laws and Requlations. This Agreement and operations
hereunder are subject to all valid rules, regulations and orders of
all regulatory bodies having jurisdiction and to all other
applicable (federal, state and local laws, ordinances, rules,
regulations and orders; and any provision of this agreement found
to be contrary to or inconsistent with any such law, ordinance,
rule, regulation or order shall be deemed modified accordingly.

21.2 Certificate of Compliance. In the performance of work
under this agreement, the parties agree to comply with, and Unit
Operator shall require each independent contractor to comply with,
the Federal contract provisions of Exhibit H.

ARTICLE 22
EXECUTION

22.2 original, Counterpart, or Other Instrument. As owner of
a Working Interest may become a party to this agreement by signing
the original of this instrument, a counterpart thereof, or other
inatrument agreeing to be bound by the provisions hereof. The
signing of any such instrument shall have the same effect as if all
parties had signed the same instrument.

ARTICLE 23
SUCCESSORS AND ASSIGNS

23.1 Succesgors and Assigns. This agreement shall extend to,
be binding upon, and inure to the benefit of the parties hereto and
their respective heirs, devisees, legal representatives,
successors, and assigns, and shall constitute a covenant running
with the lands, leases, and interests covered hereby.

ARTICLE 24
GAS BALANCING

24.1 Gas Balancing. In the event one (1) or more Working
Interest Owners' saparate disposition of its share of gas causes
deliveries to separate pipelines or deliveries which on a day-to-
day basis for any reason are not exactly equal to a Working
Interest Owner's respective proportionate share of total gas sales
to be allocated to it, the balancing or accounting between the
respective accounts of the Working Interest Owners shall be in
accordance with Exhibit P, which shall prevail in the event of a
conflict between the Unit Operating Agreement and Exhibit F.

14



IN WITNESS WHEREOF, the undersigned have executed this
agreement on the dated evidenced by their respective certificates
of acknowledgment hereof.

GP II ENERGY, INC.

By:

President

Address: P. O. Box 50682
Midland, Texas 79710

STATE OF TEXAS )
COUNTY OF MIDLAND )
This instrument was acknowledged before me on

1998, by George P. Mitchell, II, President of GP II Energy, Inc.,
a Texas Corporation, on behalf of said corporation.

Notary Public in and for
said County and State

15
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EXHIBIT "C*
ACRES % of Unit

FEDERAL LANDS : 6200 85.42% Attached to that certain Unit Agreement

STATE LANDS : $20 14.56% dated the _____ day of DECEMBER, 1898, for

TOTAL UNIT LANDS : 6120 100.00% the North Square Lake Unit, located

in Eddy County , New Mexico

WORKING INTEREST OWNER NAME UNIT WORKING INTERESTS, %
SQUARE LAKE PARTNERS, LLC $1.9829642
CHASE QIL CORP. 1.78078787
DONALD B. ANDERSON 0.83218834
OAVID C. COLLIER 016834800
BERT M. JONES 0.18834809
J.T HAILE JR. 0.16834509
ROBERT GLEASON 0.16834409
BHW LLC 0.16082018
MARBOB ENERGY CORP. 0.30784878
BULLDOG ENERGY CORP. 0.84087841
KENNEDY OIL CO. 0.08087828
KM JONES QIL CO. 244344139
STAPLES OIL CO. 2.44844138
UNLEASED 0.48488381
HERMAN LEDBETTER 0.5380710¢
MAX COLL 0.03%0781¢
JON COLL 0.0390791¢
JAMES COLL 0.0390791¢
CHARLES COLL 0.039079%¢
BORLAND, INC. , 0.00891400
CY PRODUCTIONS LLC 0.02208868
GBN INC. 0.00001408
R. MACE HOLMAN JR. 0.02265¢08
JL SMITH CO. 0.0207 1384
LATHROP DIAMOND 8IT 0.13483438
RACHAL LYMAN 0.03401362
CVLYMAN TEST TRUST 0.03491382
PRIDE ENERGY 0.48427088
R8P LAND CO. 0.08882708
SECOM & EQUIP 0.08084184
W. WATSON INC. 0.08882708

UNIT TOTAL 100.00%
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EXHIBIT Mt

Attached to and made 1 partof _HCRTE SQUARE LAKE UNIY

"

ACCOUNTING PROCEDURE
JOINT OPERATIONS

. GBNERAL FROVISIONS

Velinltions

‘Joint E;‘ro‘dperty" shall mean the reul knd parsanul property subject ta the agreement o which this Aveounting Prosdyure
& atlached.

“Jaint Operations” shall meun «ll operations necessary or proper for the deveioprment. operalion, protection ami myinte.
nanee of the Joint Property.

“laint Accourt” shail mean the wecount <howing the chures paid and credits received i the conduct of the Juint Opars.
vons and which are to be shared by the Particy,

"Operator” shail mean the party designaled to conducy the Joint Dperationa.

“Non-Operators” shall mean the Durties tn this ngreemant viber than the Operator.

"Partics” shall mean Ouerstor and Non-Qperatara.

“irat Lavel Supervisars™ ahall mean those crupioyeea whose primary function in Juint Operatisns is the idipeet supnerviaan
uf uther employecs und/or contract labor directly emplayed on the Joint Property in a ficld aperating capacity
“Technical Empioyees” shull mean thos: cmplayess hyving apecial and apacific cnginesring, geologival nr other profos-
sional akitls, and whose primary fuaction ir Joint Operations iy the handling of specific operating conditions aml pealdem.
for the benefit of the Juint Property,

*Personus] Expanses” shall menn travel and other reasonable reimbursable ¢xpenses of Operator's cmploynes
“Material® shall mean parsonal property, euipment or supplies acguired or neldd {or use on the Jaint Property.
“Countrollable Materinl” shall maan Muterinl whisch at the time is 50 ctassificd in the Muterial Clacsification Manual <
maost vocently recommanded by the Cauncil of Petroleum Accountanis Societies.

Statement and Hillings

Operator shall bill Non-Operators on or before the last duy of ereh month for their propartionate share of the Jaint Ac
count for the preceding manth. Such bills will be weceampaniad by staements which identify the anthurily for expendicure
Yense or fucility, and all churges and credils summarized by sppropriate classifications of investment and rxpense eavipt
that itams of Cuntroilable Material und unusuai churges and credits shall be separately dentifiad und fully desceiber in
Jetuil,

Advances and Payments by Non-Operators

A, Unleas riherwiae provided for in the agreement, the Operator may require the Non-Operaturs 1o wdvance the
share of astimated vush outiay fur the succeading munth’s operation within (ifteen (1A} days after cocept af *he lule
ing or by the firat day of the month far which the advanee (s required. whichever ¢ iater. Operator shabl wdjust cach
monthiy hilling (o reflect advances received from the Non-Operators.

B.  Each Non-Operatar shull pay its propertion of all bills within fifleen (151 dayx wfter raceipt If PAUR e b T e

wilnin glxg &lzﬁ the unpaid belunce shall bear intarest monthiy at the prime rate in affect w2200 =

Y. an the first day of the month in which dalinguency occuey piuz 1% or the muxie oo~

contrart rate permitted hy the applicable usury lawa in the stata in which the Joint Proparty & located, wrichever
is the lessar, plus allorney's fees, court costs, and other enats in connection with the collection of unpaid wrgunis

Adjustments

Payment of any Auch bills shall net projudice the right of any Non-Qperator Ly oroteat ae guestion the carractis (noree!
provided, however. ail mills and statementx renidered to Non Qperators by Uperator during any eulendar yveur <hail cion
clusively he presumed o b true and currect after twenly-four 124) months following the end of ury such uislendir vear,
anlass within the agid twenty four (24) menth period a Non Operator takes written oxception thercto and mudecs elaim oo
Operator for adinatinent. No adjustinent tavorsble to Operator shall be made unless it is made within the <ame praseriind
period. The pruvisions of this puragruph shall noy prevent adjusimenta resulting fram a physical inveotory of Coregilable
Maleriul us provided for in Section V

COPYRIGHT® 1985 by the Council of Petroleum Accountunts Societies.
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5.

Audits

A. A Non-Operatar. upon natice ir writing 1y Operater uad sli other Non-Opcrulors, <hail Aave 1he rlight W st Dy
tor's strounts und records reluting to the Joint Accnunt for uny calendar yoar within the twanty-fous i 24 munts
period following the end of xuch calendar yeur; provided, howsver, the muking of an andit st dt w0l exterd he 1
for the wking of writlen axception to and the adjusimienis uf aceounta as provided fure o Darngraph 4 of thi< S0,
I. Where there are two or mara Non-Operators, thi Non-Opezatora shall make every reasanabii effars 1y :
Joint sudit in o muaner which will result in 2 minimum of (neyrvenicace to the Opertor Operatar chall bear
tion of the Naon-Operators’ audit cost ineurred under this paragraph Juless agreed 1o by the (o erer, Trc suilits
shall not be cowlustid more Lhan onee 2ach year withnuz prine wpproval of Dperater. cxeeit qror Lre Pen g iy o
removal of the Uperazor, ard shail be made al the expunse of those Non-Opcralors appraving sues aadi

B 'I'he parator shail reply in wiiting W un audit report within 130 duys aiter recaipt of such report.
Approval By Non-Operators

Where an spproval or other agreemant of the Parlics or Non-Nperawnrs is exvressly required nniir ciner sess:ons - 'h
Accounting Procudure und if the sgreement tn which this Accounting Frocedim ix altached COntaizz vo contrary nre g ons
in regard thereto, Operator shall nolidy sl! Non-Operators of the Qperawe's proposal, and the wgreement or ppeeval of
a magueity in inlerust of the Non-GUperators aiall be controlling un ail Non-Uperniors.

Il DIRECT CHARGES

Operatar shall aharge the Juint Avcount with the fallowing itema:

1

Feuological and Environmental

Cusla incurred for the benefit of the lnint Property as w result of governmental or reirulnwory FRQUIrEMGDLS Lo s)listy envirar.
mental considerations applicable W the Joint Oparations. Kich cosls may include surveys of an cealogical or arctseogien:
nature and potlution contral pracedurix as required by applicabis laws and regulations.

Rentals and Royaltles

Lease remtals and royuitios paid by Operator for the Juint Operations.

T.abor

A (D) gxlurieg und wagee of Operatar'a field crmployews directly amployed on the Joimt Property in the conduet of Taim
perations,

{2) Halaries of First Level Supervisors in the fiald.

(3) Sulurias and wages of Technical Fimployces directly emplayed ne the Juint Property if such chaeges are oxiaided
from the nverhead rales.

(4) Salaries and wages of Technien) Employean sither tempararily or permanently seapned 1o and directiv gerploved
in the operution of the Joint Property if such churges are excludsd from the overheaa rates,.

B. Operator'a eoat of holiday, vacation, sickness and disability benefits and othar cuslomary Rllowanves pid W cmplovecs
whese suluries and wages are chargeabie & the Juint Account under Purugruph 1A of this Section 10 Sush coats ,ngder
this Paragraph 3R may be charwed on & “when and ax paid busis” or by “percentuge ussesament” o the umount af
saluries und wures chargeable t the Joint Aceount under Paragraph 3A of this Seation 11, If PCTCRRIARE ASse-mer s
is used. tha rate «hall be hused on the Operators cost expericnce.

€. Expenditurés or contributisns made pursuant to asseasmenty imposed by gavernmentlal wutharity whick arg wpgivabie
to Operator's conts chargeahls to the Juint Account under Paragraphs BA and 38 of this Scetion 1),

D. Personal Expenser of thes: emiployees whose salariea and wayns are chargeable s the Joirt Aveount wider Pragragh
3A of this Scetion [1.

Employee Benafita
Operator's currant coats of extablished plans for employees’ wroup life insurance, NOxpIUIZRLION, NONSION, FCLPCTEDL, aTrick
purchase, thrift, bunus, and other henefit pianx of « ltke nature, applisable ty Cperators labor cust chargeahlo to the Tomy

Account under Paragrapha 3A and 3B of this Section 11 shall b Operator'a asmal vost not w exceed 1he BUPCENY muEt mcrey
ly recommended by the Courceil of Pateoleum Aceountanta Societivs.

Material
Matariai purehased or furnished by Operator for use un the Juint Draperty an provided under Section [V Qnly such Miterial

shall be purchased far or tranaferred t the Jaint Property as may he required for immadiate s and is reasorably it eul
and congistent with efficient anil veonumical operations. The wrumualation of aurplus stucks shall pe aveded

Transportation
Trunsportution of empioyees and Matarial nevessury for the Joint Operativns but subject to the Ldlowing mitaton.
A. U Material is moved o the Joint 'roperty from the Operator’s warehouse ar sther properties. re chargr shatl se made

1o the Joint Aceount far & distanes greator than the distance from the hearst reiiah'e ARPIY SLeme wRere ke Mater o
is nurmal'ly available or railway receiving point nesrest the Jaint Pruperty unless agreed ta v the Darties,
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10.

11,

12,

13.

14,

B. If surplus Material iy minved Lo Querator's warenouse ar other loragn point, no charge shall by wmade 1o tha Jar: v
count for 3 disance greater than the distanee to the nearest reliabls wupply slore where like materal s nornaliv
available, or cailway receiving point nearest the Jaint Property unless agread o by the Tart.es. No aharye siali be
rn:adl to the Joint Aceannt far moving Matlerinl to other propertios helomging to Operatar, unless agreed to hy e

urtics. '

. Inthe applicatisn of subparagrapha A and B above, the cplion to equatize or chrye wetual tueing conl - avaaioe
when the actual charge is $400 ar loas excluding sceasaorial eharges, The 3400 will pe adzusted to e amo .ol el
reqenlly recurnmended by the Couneit of Patroleum Accountunis Nocieties.

Servicea

The cant of enntract services, L‘QU’anEnl anrd utititiea p)‘h\ii(‘n}d Ly oulside sourcas, oxeept services excndem! by I'ﬂ.l’&ﬂl‘:l;\"
10 of Section Il and Paragraph i, ii. and iid, of Scetion LI The cost of professwnal conguitant <erv ces Rud cant ol ~or
vicea of teehnieal peesonnel dizectly engaged on the Jaint Property if such charges are excladed fram e sverhend rtos
The cost of professiona: consuitant services ar contract services of technical personnel not dieecty engaged ar ot lyint
Praperty shall not be charged to the Joint Account unlces previously sgreed to by the Parties.

Equipment and Facllitics Furnished By Operator

A. Operatar shall charge the Juint Account for use of Qperator uwned equinment and faciiities a1 ridis com mea 1ale
with costa of ownerahin and operation, Such rates shal! taclude susts of maintenance, repuirs, other aperaling cnpees
inswancc. taxes, depreciation. and interest on gruss investment less avcumulatad depreciation not to exceed
__rlen pereent %) per annune. Ruch rates shull not exceed averuge commercial cates current’s pre-
vailing in the immediate area of the Juint Property.

B. Inlieu of charges in paragraph 8A above, Operator may sloct o use average enmmercial rates prevailing in the immadi-
ate uren of the Joint Fropeety less 20%. For automotive equipment, Operator may sleet 4 use rutes prublisben by tRa
Petroleum Mntor Transport Association.

Damuges and Lossen ta Jaint Property

All couts or expenses neceanary for the repuir or replacement of Joinl Property made ncocssury vecause of darmuges pr oames
incurred by fire, Nload, atarm, thell, wecident, or other cause, nxcept those resulting from (perator's xroxs neghigence v
willful misconduct, Operator shall furnish Nan-Operator written notics of dumuges or 10ases incurred a6 8000 as practenble
after 3 repart thaven! hax been received by Operatar,

Legal Expense

l‘.')(p&l'lM of handling. iPWI.‘!‘UH‘dLiﬂL’ und settling !in‘gm.inn or olrims, digchar-ging of Lens. payment ol ndgemants wrd
amaunty paid for scitlement of claims ineurred in g resulting from aperatiors under the agreereny or necesaary 1y prowet
ar recover the Joint Prparty. except thut no churge for services af Operator's legal aaff or loes or expeitse of »ieite Ao
neys shatl he made unless previously agreed o by the Purtics. All otker legal expense is considered i ue covered iy e
uvarheud provisions of Seetion 110 unless ytherwise agreed to by the Purties. excent aa provided in Section I, 7";'.ruz'r;v,:r

]

Taxes

All taxes of every kind and rature asssasid or levied upon ar in eonnection with the Joint Progerty. the apeeation Lrgref
or the production therefrom, und which taxes have been puid by the Oparator fur the benef t of the Parties 1 the aid .. "
rem Luxes ure based in whole or in part upun separate valuations of each party's wurking intersar, thes nota i Sstanding
anything to the contrary herein, charges to the Joint Account shall bee made wnd paid by the Pariies 2areta inacet minnee
with the tax value gencruled by euch parey’s working interest.

Insursnee

Net premiuma paid for insurance reguired to Le carried for the Joint Operations fur the protection of the Parties. In e
event Jaint Qperations ure conducted in a st in which Operator may .t as sell-insurer fur Worker's Com penainn ard,
or Employers Liability under the rexpeclive state's laws, Operatur may. at itr alactinon, include the ~ak urder (s s f-
insurancs program und in that event, Uperator shull inciude & charge a1 Jperntor's coat Nut 1u exered MANUS, riles

Abandonment and Raclamation

Conts incurred for ahandonmeny of the Joint Froperty, including eosts required Ly governmental oc other reguiaior
wuthority.

Communications

Cust of aequiring, leaaing, inatalling, opernting, repiring and muinluining comminuealion ss<ems. e wling ragio av

microwave faciliting direclly serving the Jfoint Property. In the event communicuiion facilities, syxtcrrs serving the Joint
Property are Operalur owned, charges ta the Joinl Account shall be mude as provided in Puriyraph 8 of this Sectian |4,

Other Expenditures
Any other axpanditiire nol covered or dealt with in The foregoing provisions of thix Section U, ar in Seetan 121 are o o

is of direct beaefit to the Joint Froperty and is incurred by the Operator in Lhe necessary aod proper condur. of the loane
Operations.

3-
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1II. OVERHEAD

Overhead - Drilling and Praducing Operations

As compensution for administrative, supervision, office services and wurehousing costs Operatar sha.d charge de !’
and producing operativns on either:

{x) Fixed Rate Busis, Paragraph (4, or
{ ) Percentaga Basia, Parugraph 1B

{Inteas aotherwive agreed to by the Marties, such charge akall be in lieu of costs und expenses of all affices and salares
ur wages plus applicable burdena and expenaes of all personnel, axevpt thore direetly chargeabie under Parugraph
3A, Section IT. The cost and expense of services from autgide cources in connection with rriatiers of Lotion, teadf
acronntling or matters hefure or involving goviernmaental ageneics shall be congidered as inctuded n 12¢ overhead cuies
provided for in the abuve selected Parugraph of thic Scetien 1 unless sueh cont und expenae ure agresd ' by Lhe
Parties an & direct charge to the Jount Account,

i, The salarics. wagres and Personal Expenses of Technical Kmpioyees and/or the cost of professional ransullant zemices
und contract 2érvices of technical personnel directly cmployed an the Joint Property:

() ahall be eovered by the averheud rates, or

%} shali not he covered by the averkead rutes.

itl. The saiaries. wages und Persenal Frpenses of Tachnical Emplayées and. or costs of peofeagional consuitart o -

and cuntract services of eehnical personnel cither temperarily or permanently assigner W and Jirect v emplesvu n

the operation of the Joint Property:

{ ) shail be covered by the overhead rules, or

(%) shall not be covered Ly the overnead rales.

A. Overhoad  Fixed Rate Rasix

1) Operulor shall charge the Joint Account at the following rules par weil per month:

Drilling Well Rate § 3700 00
{Prorated {or lana than a {ull monthy
Producing Well Rata § 300.00

{2) Application of Ovarhead - Fixed Rate Rusis snall be 4y Iollows:
ta) Drilling Well Rats;

(1i Charges for drilling wells shall begrin on the duie the well is spudded and terminate on the dawe the driki-
g rig, cumpletion rig, or other units naed in complenian of the well iz roleased. whirkever 13 later, except
that no charge shall Le made during suspenaion of drilling or completion aperations for Gfien (1% or
more ¢ansecutive catendar duys,

12) Charges for wells undergoing any type of workover or recompletion fur u period of five (31 cansecuiive
work days or more shull be made ol the drilling wcll rate. Suvh charges <hall be applied fur the juerud
from date workover aperations, with vig or other units used in warkgver, commence thraugh date of rije
or athar nunit ruleuse. exeept thal no charge shall be made during suapeasion of operations fur Hifteen
{15} or more conzeoytive calendar duys.

ib) Producing Well Rates

{1} An active well githar produeed or inpatad 1010 for any portion of the month shall Lo sansdered as o one
wetl charge {oe Lhe entire month,

(2) Rach sctive complation in 8 multi-completed well in which production is ot commingled down Rote sha'!
be coasidersd us 4 one-well churge providing cuch compleusn is considered a separat: woli bv the povern-
ing regalatary authorily.

{3} An inactive gas well shut in hecause of averproduction or failure of purchuser to take the produstion zhalt
he considered as & one-well charge providing the gas well is dicectly connccted to 4 permacer wos
nutlet.

14) A one well charge shull be mads for the manth in which plugying and abiandonment gperations are ¢ ri-
pleted on any well. This onc-well charge shall be made -vhether or i the wall hus praduced except whea
drilling well raw avplies.

{5) AN other inactive wells {including but nat Yomited to inactive welis covered by nna abovanie, fvase alia-
able, transferred allowabic, ete.) shall not qualify for wn ovarhead charge.

() The well ratex shull be adjusted ay of the firt duy of April each year following the effactive date of the agreems.!
ta which ihiy Accounting Procedure is attached. The aidjustment shall be computed by multiplying the rate ¢ur-
rently in use by the percentage increase or decraase in the averagu weekiy sarnings of Urude Patralenn und Gaz
Production Workers for the lasy calendar yeur compared 1o the calendar vear preceding g shown by ive riex
of wveruge weekly sucnings of Crude Petroleum and Gus Praduction Warkeres s publianed by the Uniod Stgtes
Department of Labor, Burcau of Labor Stdistics, or the vquivalent Canudian index s pub’ ~herd by Sty :
Canuda. 85 appiicuble. ‘The adjuxied ratea shall be the rares currently it use. plus or vinus tne coepoated 2o
justmoent,

Iodhbleade IO P A Bb-tisdnatonldeanci Lo
W’. o orEre v ok a3
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Percenty %) of the enat of develupment uf the Joint Property cxelusive of rosts prot ided

under Par.ug 10 of Section [ und all snivage cradity,

(b) Opersiing

, o Pereenti _ %) by cost of operating tha Junt Property saclusive of eods provideg under
Paragraphs £ and 10 of Sectiun 1 all salv :riddits, Lhe value of injectad subRtances nurchased o socarany
reeovery and wll taxen und asseswments which 3 vied, wssessed and pwid npsn the anneral intered on and
to the Juint Frapuriy,

(2) Agpplication of Overhead - Percuntage Ruais shall be ax follaws:

For the purpusc of detormining churges un u percentage basss under [avagrup f this Scetinn 1T developrient

ahall include all costs in connection with drilling. redrilling. deepening, ar any rem®digl oneratians on &ny or bl

wells involving the use of drilling vig and eraw cupable of drilling to the producing inLal on the Jmet Prup

erty; ulso, preluninary expenditirey necessary in prepuration for dritling and ¢xpenditures incurrsdn abandoning

when the well ie nel campinted an 2 producer, aud ariginal cost of construction ar installation of fix@hagsets e

expansion of {ixed assls and :\nLy other project clearly discernible as u fixer wsast. cxvept Mayor \‘nm:rump\a_—.
N 2 be “J i - .

ton Al adhan o0t hall ba angid PPETC RN Sy
v Ty o
Bk

2

2. Ovarhead - Major Conatruction

"Ta compensate Operutor for overhead evsts inctrred in the vonstruction and instalintion of fived assets, the expanaion of
tixed assets, und any other project vledrly discernible as 8 fixed usset reguired for the development and aperation of the
Joint Property, Querator shall either negotiate w rate prior to the beginning of construetivn, ar slmél chbrﬁﬁ tl‘b‘ Joint
Account for overhaad Uused on the foilowing rates fur any Major Construction project in excews of & 20,000, d

A ... % of [irut $100,000 or totul cast (f lesy, plus To be neqotiated
H. % of coats in exceas of $100.000 Lut leas thun 31.000,000, plus
[ S % uf coRta in vxcess of $1,000,000,

‘Patal cost shall meun the grosy cost of iwny ane pruject. For the purpase of this pacagragh, the comporient parts of a single
project shall not be treated separately and the cost of dritling und workuver wells snd aruficial Hift eguiprment shall be
axeluded.

3.  Catastrophe Qverhead

To compensule Operator for overhead costs incurred in the event of axpenditures resulling from a single seeurrence due
ta oil spill, blawout, explosion, fire. storm, hurricune, or other catastrophes as agrawd o hy the Farties. which ure nrcussary
@ restore the Joint Pruperty to the equivalunt condition that existad prior to Lhe event causing the expenditures Uperatoer
ahall cither negutite 8 raic prior w charging the Joint Acenunt or shall charge the Jaint Account for averhead based on
the following rates:

A o %ol Wial costs through $100,000; plus TO be nasgotiated
B. . e % 0f total eoats in exces of $100,000 but less than $1.000,000; plus

C. — % of 1otul coata in cxcesa of 31,000,000.

Expandititres subject W the averheads abuve will not be reduced Ly insurance recoveries, and ro uther wverhead trov-
sionn of this Sertion 111 shall apply.

4. Amendment of Ratas

The overnead rates provided for in this Scetion 11 may he umended from time o time only Ly mutial agreement between
the Pactiea hereto if, in pructice, the rates are found o be insufficiant or excussive.

V. PRICTING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operalwr is responsible for Jaint Account Muterial und shall make proper and timely charges amt eredits for ali Matern) move
rents affecting the Joint Property. Ouerator shail provide ali Mataria) for use o the Joint I'raperty; Rowever, it Operator's
aption, auch Material muy be supplied by the Nun-Operator. Operator shall mauke timely disposition of idle aned - suepius
Mataris), such dispusal being made cither throuqh sule to Operatar or Non. Operitor, division in kind, or sale w0 vunaaers,
Operatur may purchase, but shall be under no ohligution W purchuse, interest of Non-Operators in surplys condiiinr A eo B
Mawrial. The disposal of surplus Controllable Muterial nut purchased by the Operatar shail be ugreed o by the Partwes.

t. Durchascs
Material purchased shall be charged at the price paid by Qperstor aiter deduction of all diseourits recerved T case of
Materia! found to he defeetive ur retirned to vendor for any other reasons, credit shall he passed 1o the Juint Account
when Adjustmeant has baen roceived by the Operator,

2. Tranafers and Dispositions

Maitcria) furnished to the Joint Property and Matcrial trunsfarred from the Joint Proparty er dixposed »f by thie Dpwrntor,
unlesa atherwise agreed to by the Parties, shull be priced on the following busis exclusive of cash diwounta:

e e e e —— - A e 8 ¢ e
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A.

C.

New Matcris! (Condition A)

(1) Tubular Goods Qther than Line Pipe

{W) Tubmlar goods, sized 2% inchas OD und larger, cxcept line pipe, shall be priesd al Kastern mill pubished
carluad base pricen affective as of date of movemant pluy transportation cost using the 80.000 pound carload
weight basia to the railway recviving point nearcst the Joint Property for which publishad ruil rates for
tubular goods exist, If the 80,000 pound rail rate ia not offervd, the 70,000 puund or 80,000 pound rail rate

rcr;;y Le used. Freight sharsres for tubing will be culeulated from Lorain, Ohio and caging from Younpiown,
0.

(b} For grudes which are special w one mill only, priccs shall be computed at the mill buse of that mill pius irana-
portation cost frem that mill w the ruilway receiving point neareat the Joint Praperty aa provided jibovr n
Parncraph 2.A (1Xa). For transpartation cout from pointa achar than Eastern mills, the 20,000 paund O Fueid
Haulers Association interstute truck rats shall ba used.

fe) Sperial end finigh tubulne goods shall he priced at the lowest published aut-af-atack price, b, Houaton,
Texas, plus transportation cnst, using Oil Field faulers Assoviation interstate $0.000 paund traek rate, o
the cailway Pucciving point nearest the Joini I'roperty.

id} Macaroni tiking (size less than 2% inch OD) shall be priced ai the lowest published aul-olstack prives faly
the supplicr plus tranuportation costa. using the Oil Field Haulers Association irrziate truck rae por weight
of tubing transferrad, to the railway receiving paint neurest the Joint Property

(2) Line Pipe

-~

{a) Binc pipe mnvements texcept siza 24 inch OD und Iaryee with waile ¥, inck and gver) 30,000 poands ov mre
shall be priced under provitions of tubulur goods pricing in Paragraph A t1Xa) 4~ provididd above. Freight
churges shall be esiculated from Lorain, Ohio.

{h) Line pipe movements (nxeept Aixy 24 inch O and turger with walls % ineh and over) lows thian 30.00 pounds
shall be prived at Fugtern mill publishid carload buse prices affective as uf date of shipment, plus 20 percent,
plus Lrunsporiation conts bused on frvight rates as set furth under provisions of tubular guods precing in T'ura-
sruph A(1)u) an provided abuve. Freixht charges shall be eateuluted from Lorain. Ghio,

(¢} Line pipe 24 inch OD and over and i ineh wall and larger shal) be priced f.o.b. the pnint of manufacture
al current nnw publithed priess plus trabsportation cost to the railway receiving point neurcest the Jaint
Praperty.

{d) Line pipe, including fabricated line pipe. dyive pipa and conduit nat listed an publishad price tixis shall be

pricad at guoted priees plus freight to the railway receiving poini nesrest the Joint Properiy ar at nriess
agreed to by the Parties,

(3) Other Material shall be priced at the current new pric, in effeet at date of muvement, us listad by a relinble suppiv
atare nearest the Joint Property, or point of rmanufasture, plus tranaportation custs, if applicable. to the railwiy
recRiving point nesrest tha Joint Property,

(4) Unused tew Material, except tubular gouds, moved fram the Jaint Pronerty shall be priced at the currem aew
price, in effact on date of movemunt, as liated by 8 relinble supply Atare nearest the Joint Fropesty, or point of
munufactire, plus trangportatinn coata, if applicable, to the railway receiving point neurest the Jaint Peaperty
Unused new tubulurs will be priced ax provided abave in Paragruph £ A (1) and (2.

Good Uired Matarial (Cundition B)

Matariul in nound und serviccuble condition and suitahle for rense withaul reconditioning:
(1) Matarisl moved tn the Joint Pruperty

At seventy-fiva percent (75%) of current new price, as determined by Paragraph A
(2) Mawvial used an and moved from the Juint Propcrty

(g) Al seventy-five percent (T3%) of current new pries. as determined by Paragraph A, if Materidl was otiganaily
charged t the Jaint Aceount as new Muterial or

{b} At sinty-five percent (65%) of current new price, a8 determinad Ly Paragruph A if Material was originally
charged w the Joint Account. as used Material.

{3) Material not used on And moved from the Juint Prapeety
At seventy-five pereent (75%) of current new price a8 delermined by Paragraph A

‘The coat of reconditioning. if uny. shall be shaorbed hy the transferring property.

Other Used Muterial

(1) Conditlon C
Material whieh is nat w sound and serviceable condition and ot suitable for its original functiun untii after recen
ditioning shall be priced st fifty percent (50%) of current new [irice as determined by Paragraph A, The rostof

reconditioning shall be churged W the raceiving property, Drovided Condition € value glus cost of pevanditionirg
doer not pxceed Cundition R value.
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1.

(2} Couadition D

Material, cxeluding junk. no lunger suituble for ity originul ;

4 , lud . " aui ’ purpose. bt usahle fur aome other purpose shali be
priced on 4 hasiy communsurate with its use, Operutor may diapase of Conddition I Materiaj undir omru«!ur'et
nermally used by Operatar without prive approval of Noun-Uperators '

{fw) Casing, Lubing, vr drill 1151')0 used Ay line pipe shall be priced we Grade A ard B seamlass line pipe nf cam.
:::-nb:;:; and weight. Used caning, tabing ar drall pipe utilized an Hne pipa shall be pricad af gsend line

thh (.?a.\‘inz‘ tubing ur drit! pipe usad as higher pressure service lines than standard ting PipE v power 91 lines,
shail be prived under nurmal rricing frmcedures for caring, Labing, or driil pipe. {pset tmiular goeds shall
he priced on a nun upRet basis. )

@) Condition &

Junk shall be priced at prevailing prices. Dperator may dispasa of Condition E Materaf umior aracadure: noar-
mudly utitized by Operator without prier approvat of Non-Operutors.

D. Obsclete Maicrial

Mat.p.ri:n which is serviceable and usahle fpr its ariginal function hut condition and/or value of suck Mater gl is oy
iqu\vlle.nt w that which would justify a price us provided above muy be speeially priced as ugreed 1o by the Partiag.
Such price should resutt in the .lnint Account bwing eharged with the value of Lhe serviee rendaeced by sucn Materiag,

E. Pricing Conditiona

(1) Lowding or unlouding cests rmuy be charged t the Joint Acesunt at the rule of tweaty-five conts (23€) per huml rig
weight un ali tubular goods mavirnents, in licu of actual loading or unloading costs xustmined at the itorks vy
point, The above rulc shail be adjusted as of Lhe first day of April cuch vear loilowing Junuary | 1985 by (he sam.
percentage increase or deerewse used Lo adjust wverhead rates in Section 111, Pursgraph 1A, Fach vear. the
rate caleuiated rhall be rounderd W the naarcst cent and shalt ba the rate in cffect antil the firet duy of Aped noae
yoar. Suah rute shall he publishad cach year by the Counail of Petroleum Accountanta Sovicties.

{2) Material involving erection costs ahall be charged at upplicable pereantage of the currant knucked-down price of
new Malrisl.

Bremium Prices

Whenever Material is not readily obtainable at published or liated prices because af naliona! smcrgencien. strokes op tna«
untaual cuuses aver which the Querator has no control, the Operator may churge the Joint Acvount for the requres
Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for 1se. and o1 mavng
il to the Joint Praperty; provided aotice in writing i furnished w Non-Opereutors of the propossd charge prise to be'ling
Non-Operators for auch Matrial. Rach Non-Operator shall huve the right, by as clecting and natifyinge Operitor witlon
ten duys ufter recriving notice frum Operator, to furnish in kind all or part of his share of such Material suitab'e fur s
and accepiable to Uperaor.

Warranty of Materia! Furnishad By Opearator

Operator does not warrant the Materinl furnished. In case of defective Materinl, eredit shail net be passed to the Jomt
Account until adjusiment has been raceived by Operutor from vhe manuluwcturers or theie agents.

V. INVENTORIES

‘T'he Operator shall maintain detailed revords of Cantrolluble Material,

Periadic Inventories, Notice and Repreventation

At reasonuble intervals, inventories shall be taken by Operator of the Jeint Account Cuntrollable Muteriai. Written natiee
of intention ta take inventory shall be given hy Operstor at icast thirty (30) days before any inventory is w0 begin <o that
Non-Oparalors may ba reprasentad when any invantory is taken. Failure of Non Operatsrs o be represented at an inven
tory shall bind Non-Operators tn aecept the invenlory taken by Oparator.

Reconciliation und Adjustment of Inventorien

Adjustmunls Lo the Joinl Account resulting from the reconciliation of o paysieal inventory shull be smade wirlan six
montha following the taking of the inventory. [nventary udjustments shall he nude hy Opcrator 1o the Joint Aceount for
averages and Ahortagey, but, Operator shall be held aecountable anly for shartagex due o 1ack of reasonable (0 pence,

Specinl Inventories

Special inventucics may be taken whenevoer there is any sale, change of intereal, ur change of Operator in Lhe Joint Propoersy.
1t shall be the duty of (he purty selling to notify all uther Partios us quickly ua passibic wfter the trunafer of ricrast tihes
place. In sueh cakes, both the seller and the purchaser shall be goveracd by suck inventory In cases involving a chnn
of Operator, all Partiea shall be governsd by such invenlory.

Fxpense of Conducting Inventories

A. The expense of corducting periodie inventorier zhall not be charged to the Jaint Account less agreed 1o by the
Parties.

R. The expense of conducting specisl inventories shall be charged to the Partie reaassting such inventories exeept s
ventorina reguired due W change of Operator shall be chargel Lo the Jaint Account.

-7-
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ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT, NORTH
SQUARE UNIT, EDDY COUNTY, NEW MEXICO DATED DECEMBER 11, 1998

INSURANCE AND CLAIMS

1. UNIT OPERATOR shall, at all times while conducting
operations hereunder, comply with all applicable Workers'
Compensation and Occupational Disease Laws including the United
States Longshoremen's and Harbor Workers' Compensation Act and
carry all Employer's liability and other insurance required by the
laws of New Mexico, provided, however, that UNIT OPERATOR may be a
self-insurer for liability under said compensation laws in which
event the only charge that shall be made to the joint account shall
be an amount equivalent to the premium which would have been paid
had such insurance been obtained.

2. No other insurance shall be carried by UNIT OPERATOR for
the joint account unless agreed to by the Working Interest Owners
in accordance with the voting procedure set forth in Article 4 of
the Unit Operating Agreement.

3. Each Working Interest Owner may procure such insurances
with respect to the co-owned properties and operations as it deems
necessary to protect itself against claims and damages, and all
insurance policies shall provide that underwriters and insurance
carriers of such Working Interest Owner shall waive any right of
subrogation against UNIT OPERATOR and other Working Interest
owners.
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ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT, NORTH
SQUARE LAKE UNIT, EDDY COUNTY, NEW MEXICO DATED DECEMBER 11,
1998

GAS BALANCING AGREEMENT

1. The parties to the Unit Operating Agreement to which this
Gas Balancing Agreement is attached own the Working Interest in the
gas rights underlying the Unit Area and are entitled to share in
the o0il and gas production from the Unit in accordance with the
provisions of the Unit Operating Agreement.

2. For the purposes of this agreement, "gas" shall include
all gas well gas and oil well gas. "Gas well gas" is defined as
gas produced from completion intervals which are classified in the
most recent applicable New Mexico 0il Conservation Division
proration schedule as gas wells. "0Oil well gas" is defined as gas
produced from completion intervals which are classified in the most
recent applicable New Mexico Oil Conservation Division proration
schedule as oil wells.

3. In accordance with the provisions of the Unit Operating
Agreement, each party shall have the right to take its gas in kind
and separately dispose of its share of gas produced from the Unit
Area. Each party shall make a good faith effort to take and market
its share of gas as currently produced. If, at any time while the
Unit Operating Agreement is in effect, any party fails to take its
share of gas, or has contracted to sell its share of gas produced
from the Unit Area to a purchaser who fails to take such share of
gas attributable to the interest of that party, the terms of this
Gas Balancing Agreement shall apply automatically. It is the
intent of this Gas Balancing Agreement that it never be used as a
device to delay marketing of gas or as a means of withholding gas
from the market.

4. During the period or periods when any party hereto or its
purchaser fails to take all or part of such party's share of gas,
the other parties hereto shall have the right but not the
obligation to produce, each month, all or a part of the total
allowable gas production assigned to the Unit Area by the
appropriate governmental entity having Jjurisdiction; provided,
however, no party may without the express written approval of the
underproduced party, take or market gas in quantities in excess of
150 percent of such party's share of the gas allowable or, in the
absence of such allowable gas production, 150 percent of such
party's share of the then current deliverability. The Operator
shall have the duty of controlling production from the Unit Area
and the responsibility of administering the provisions of this
Agreement. The Operator shall use its best efforts to cause
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deliveries to be made to the gas purchasers from the Unit Area at
such rates as may be required to give effect to the intent that the
gas production accounts of all parties are to be brought into
balance under the provisions contained herein. 1In so doing, the
Operator shall not incur any liability to any nonoperator.

5. All parties hereto shall share in and own the liquid
hydrocarbons recovered from such gas by primary separation
equipment, prior to processing in a gas plant, in accordance with
the terms of the Unit Agreement and Unit Operating Agreement;
provided, however, that each party taking such gas shall own all of
the gas delivered to its purchaser.

6. Unit Operator shall keep records to maintain the over and
under production accounts among the parties separately for gas well
gas and for oil well gas. The over and under account quantities
for gas well gas production shall be expressed in volumetric terms
of MCF, whereas the over and under account quantities for oil well
gas production shall be expressed in energy content terms of MMBTU.

7. The word "gas" as used in this Paragraph 7 shall apply
separately to "gas well gas" and "oil well gas."™ Each party unable
to take or market its full share of the gas as produced shall be
credited with gas in the reservoir(s) underlying the Unit Area
equal to its share of the gas produced under the Unit Operating
Agreement, less such party's share of the gas actually taken and
delivered to a purchaser, and less such party's share of gas used
in joint operations, vented or lost. Unit Operator will maintain
a running account of the quantities of gas each party is entitled
to receive and the quantities of gas taken and marketed by each of
the parties. Unit Operator will also furnish each party monthly
statements showing the total quantity of gas produced, the amount
thereof used in joint operations, vented or lost, the gquantity of
gas delivered to pipeline purchaser(s) for the account of each
party, and monthly and cumulative over and under quantities. Unit
Operator shall use these records to maintain the over and under
production accounts among the parties.

8. The word “"gas"™ as used in this Paragraph 8 shall apply
separately to "gas well gas" and "oil well gas." After notice to
Unit Operator, any party may begin taking or delivering to its
purchaser its full share of the gas produced from the Unit Area,
less any gas used in joint operations, vented or lost. To allow
the underproduced party or parties to recover gas credited to such
party or parties in the reservoir(s) and to balance the gas
accounts among the parties in accordance with their respective
interests, the underproduced party shall be entitled to take as
makeup gas, an additional quantity equal to fifty percent (50%) of
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deliverable gas attributable to the overproduced parties, beginning
on the first day of the month following such notice. 1If there is
more than one underproduced or overproduced party, each
underproduced and overproduced party's share of makeup gas shall be
in direct proportion to its unit participation. Recovery of gas
shall be in the order of its accrual in storage.

9. The word "gas" as used in this Paragraph 9 shall apply
separately to "gas well gas" and to "oil well gas." 1In the event
production of gas from the Unit Area is permanently discontinued
before the gas accounts are balanced, settlement will be made
between the underproduced and overproduced parties. In making such
settlement, the underproduced party or parties will be paid a sum
of money by the overproduced party or parties attributable to the
overproduction which said overproduced party or parties received at
the time of overproduction, less applicable taxes theretofore paid.
If the overproduced party or parties did not sell its gas, such gas
will be valued in the same manner used for royalty and severance
tax purposes when produced. That portion of the monies collected
by the overproduced party or parties which is subject to refund by
order of the FERC may be withheld by the overproduced party or
parties until such prices are fully approved by the FERC, unless
the underproduced party or parties furnish a corporate undertaking
agreeing to hold the overproduced party or parties harmless from
financial loss due to refund order by the FERC.

In order to administer this provision, Operator shall
request each overproduced party to furnish Operator a monthly
statement of revenue and volume for each month during which the
overproduction occurred. Within a reasonable time after the
permanent termination of production of gas from the Unit Area,
Operator shall invoice each overproduced party for its
proportionate share of said overproduction based on said statements
and shall distribute the amounts collected from the overproduced
parties to each underproduced party proportionate to the relative
volumes of underproduction attributable to each such underproduced
party based on weighted average price received by each overproduced
party during the period that the underproduction occurred. Each
party shall retain all producer's records of volumes taken or sold
and revenues or values accruing thereto for the full term of this
Gas Balancing Agreement. Operator agrees that it will not utilize
any information obtained hereunder for any purpose other than
implementing the terms of this Gas Balancing Agreement.

10. This Gas Balancing Agreement shall remain in force and
effect as long as the Unit Operating Agreement is in effect and
thereafter until the gas balance accounts amount the parties are
settled in full, and it shall inure to the benefit of and be
binding upon, the parties hereto, their respective successors,
representatives, and assigns.

3
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11. Nothing herein shall change or affect each party's
obligations to pay its proportionate share of all costs and
liabilities incurred in joint operations, including royalty and
overriding royalty, as if each party were taking or delivering to
a purchaser its share and its share only of gas production. Each
party hereto shall hold each other party hereto harmless from any
and all claims for royalty payments asserted by Royalty Owners to
whom each party is accountable. Each party shall pay, or cause to
be paid, all production and severance taxes due on all volumes of
gas actually utilized or sold for its own account.

12. Each party hereby indemnifies the other parties hereto
against all liability for and agrees to defend the parties hereto
against all claims which may be asserted by third parties who now
or hereafter stand in a contractual relationship with such
indemnifying party arising out of the operation of this Agreement
or activities of any party under its provisions and further agrees
to save the other parties hereto harmless from all judgments or
damages sustained and costs incurred in connection therewith.
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ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT, NORTH
SQUARE LAKE UNIT, EDDY COUNTY, NEW MEXICO DATED DECEMBER 11,
1998

INDEMNITY AGREEMENT

WHEREAS, Section 9.1.3 of the agreement entitled "Unit
Agreement North Square Lake Unit, Eddy County, New Mexico", dated
July 1, 1998, provided that under certain circumstances and
conditions therein stated a Tract that fails to qualify for
inclusion in the Unit Area of the Unit may be included if the
requisite Working Interest Owners in the Tract as specified in said
Section request the inclusion of the Tract in the Unit Area and
execute and deliver, or obligate themselves to execute and deliver,
an indemnity agreement; and

WHEREAS, Tract
a Tract; and

, described in the Unit Agreement is such

WHEREAS, the undersigned are owners of Working Interest in
such Tract who have become parties to the Unit Agreement and the
Unit Operating Agreement and desire the inclusion of the Tract in
the Unit Area of the Unit.

NOW, THEREFORE, in consideration of and conditioned upon said
Tract's meeting the other requirements of the aforesaid Section of
the Unit Agreement and its inclusion in the Unit Area of the Unit,
the undersigned hereby request the inclusion of the above Tract in
the Unit Area and agree, together with other owners of working
interest in the Tract, who execute and deliver, or who obligate
themselves to execute and deliver, like indemnity agreements, to
indemnify and hold harmless all other Working Interest Owners in
the Unit Area, against all claims and demands required by said
Section to be the subject of such indemnity. Any liability arising
hereunder shall be borne by the undersigned and other Working
Interest Owners in the Tract who are committed to like indemnity
agreements, in the proportion that the Working Interest of each in
the Tract bears to the total Working Interest therein of all the
owners of Working Interest in the Tract committed to such indemnity
agreements.

This indemnity shall become void with respect to all claims
and demands based upon occurrences subsequent to the time when one
hundred percent (100%) of the Working Interest in the Tract becomes
committed to the Unit Agreement.

This agreement shall be binding upon and shall inure to the
benefit of the heirs, devisees, legal representatives, successors,
and assigns of the respective parties initially bound or benefitted
by the provisions hereof.
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IN WITNESS WHEREOF, each of the undersigned has executed this
instrument on the day and date evidenced by his certificate of
acknowledgement hereof.

CORPORATE ACKN N
STATE OF )
COUNTY OF ;
This instrument was acknowledged before me on ,
1998, by ' of

a corporation, on

behalf of said corporatioﬁ.

Notary Public in and for
Said County and State

ANDIVIDUAL ACKNOWLEDGEMENT
STATE OF )
COUNTY OF ‘;
This instrument was acknowledged before me on , by

Notary Public in and for
Said County and State
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ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT, NORTH
SQUARE LAKE UNIT, EDDY COUNTY, NEW MEXICO DATED DECEMBER 11,
1998

NON~DISCRIMINATION

A. During the performance of this Agreement, Operator hereby
agrees as follows:

(1) Operator will not discriminate against any employee
or applicant for employment because of race, creed, color, or
national origin. Operator will take affirmative action to
insure that applicants are employed, and that employees are
treated during employment, without regard to their race,
creed, color or national origin. Such action shall include,
but not be limited to, the following: employment, upgrading,
demotion, or transfer, recruitment or recruitment advertising;
layoff or termination; rates of pay or other forms of
compensation; and selection for training including
apprenticeship. Operator agrees to post in conspicuous
places, available to employees and applicants for employment,
notices in the form specified in the Regulations published in
Title 41, Chapter 60 of the Code of Federal Regulations, as
amended, setting forth the provisions of this non-
discrimination clause.

(2) Operator will, in all solicitations or
advertisements for employees place by or on behalf of
Operator, state that all qualified applicants will receive
consideration for employment without regard to race, creed,
color or national origin.

(3) Operator will send to each 1labor wunion or
representative of works with which Operator has a collective
bargaining agreement or other contract or understanding, a
notice in the form prescribed by the Regulations published in
Title 41, Chapter 60 of the Code of Federal Regulations
advising the 1labor union or workers' representative of
Operator's commitments under Section 202 of Executive Order
11246 of September 24, 1965, and shall post copies of notices
in conspicuous places available to employees and applicants
for employment.

(4) Operator will comply with all provisions of
Executive Order 11246 of September 24, 1965, and of the rules
and regulations and relevant orders of the Secretary of Labor.
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(5) Operator will furnish all information and reports
required by Executive Order 11246 of September 24, 1965, and
by the rules, regulations and order of the Secretary of Labor
or pursuant thereto, and will permit access to its books,
records and accounting by the contracting agency (as defined
in the Regulations published under Title 41, Chapter 60 of the
Code of Federal Regulations) and by the Secretary of Labor for
purposes of investigation to ascertain compliance with such
rules, regulations and orders.

(6) In the event of Operator's noncompliance with the
non-discrimination clause of this Agreement or with any of
such rules, regulations or orders Operator may be declared
ineligible for further Government contracts in accordance with
procedures authorized in Executive Order 11246 of September
24, 1965, or by rules, regulations or order of the Secretary
of Labor or as otherwise provided for by law.

(7) Operator will include the provisions of these
Paragraphs (1) through (7) in every subcontract or purchase
order unless exempted by rules, regulations or orders of the
Secretary of Labor issued pursuant to Section 204 of Executive
Order 11246 of September 24, 1965, so that such provisions
will be binding upon each subcontractor or vendor. Operator
will act with respect to any subcontractor or vendor as the
contract agency may direct as a means of enforcing such
provisions including sanction for noncompliance; provided,
however, that in the event Operator becomes involved in, or is
threatened with, litigation with a subcontractor or vendor as
a result of such direction by the contracting agency, Operator
may request the United States to enter into such litigation to
protect the interests of the United States.

B. Certification of non-segregated facilities:

(1) Operator and each Non-Operator assures the other
that it does not and will not maintain or provide for its
employees any segregated facilities at any of its
establishments, 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 maintained. For this
purpose it 1is wunderstood that the phrase "segregated
facilities" includes facilities which are in fact segregated
on a basis of race, color, religion or national origin,
because of habit, local custom or otherwise. It is further
understood and agreed that maintaining or 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.

2
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(2) Operator and each Non-Operator understands and
agrees that the breach of the assurance herein contained
subjects the breaching party to the provisions of the order at
41 CFR Chapter 60 of the Secretary of Labor, dated May 21,
1968, and the provisions of the equal opportunity clause
enumerated in contracts between the United States of America
and the assured.

(3) Operator and each Non-Operator agrees that whoever
knowingly and willfully makes any false, fictitious or
fraudulent representation may be 1liable to criminal
prosecution under 18 USC Par. 1001.

(4) Operator and each Non-Operator, respectively,
reserves to itself the benefit of all exemptions,
qualifications and limitations contained in and which it may
claim under 41 CFR Chapter 60 and this certification is
gqualified to the extent and so that Operator and each Non-
Operator, respectively, shall have the full benefit thereof.
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EXHIBIT "I"

ATTACHED TO THAT CERTAIN UNIT OPERATING AGREEMENT DATED THE 11TH
DAY OF DECEMBER, 1598, FOR THE NORTH SQUARE LAKE UNIT, LOCATED IN
EDDY COUNTY, NEW MEXICO OPERATED BY GP II ENERGY, INC.

UNIT WELLS
WELL
TRACT LEASE _NQ. IOCATION

20 LOE 1 H 1980' FNL 660' FEL 25-16S-30E
20 2 A 660' FNL 660' FEL 25-168-30E
20 2 B 660' FNL 1980' FEL 25-16S-30E
20 3 G 1980' FNL 1980' FEL 25-~168-30E
20 4 H 1650' FNL 99%0' FEL 25-16S-30E
20 6 F 2630' PNL 2630' FEL 25-165-30E
20 8 B 10' FNL 2630' FEL 25-16S~30E
17 A.N. Etz 1 660' PSL 660' FEL 25=16S=30E
17 2E 330' FSL 330' FWL 25-16S-30E
17 3 1980' FSL 1980' FEL 25~165-30QE
17 4F 1980 FSL 660' FEL 25~16S~30E
17 5 10! FSL 2630t FEL 25-16S-30E
17 6 1315* FSL 1315' FEL 25-16S-30E
28 Continantal State 1 F 1980' FNL 1980' FWL 36-16S-30E
28 2 B 1980' FNL 660' FWL 36-16S-30E
28 3 C 660' FNL 1980' FWL 36-16S-30E
28 4 D 660°' FNL 660' FWL 36-165-30E
29A Witch 1 H 1330' FNL 1310' FEL 36-16S-30FE
29A 1 H 1650' FNL 1650' FEL 36-~16S5-30F
29 State H 1 G 1980' FNL 1980' FEL 36=-16S5-30E
29 2 B 660' FNL 1980' FEL 36-16S~30E
29 3 A B810' PNL 600' FEL 36~-165-30E
29 4 A 10' FNL 10' FEL 36-16S~30E
13 ETZ Federal 1 M 660" FSIL, 804" FWL 19-16S-31E
13 2 N 660' PSL 1668' FWL 19-165-31E
13 3 I 1650' PSL 990' FEL 19~16S-31E
13 4 J 1980' FSL 1980' PEL 19-16S-31E
23A Carper Federal 1 1980' PSL 500' FWL 19-16S~31E
23 Carper Federal 2 1980*' FSL 1680' FWL 19-16S8S~31E

8 vVickers L3 P 660' FSL 660' FEL 19-~16S=31E

8 (3 0 660' PSL 1980' FEL 19-16S-31E
9 Grier Federal 3 M 330' FSL S510' FWL 20-16S-31E

9 4 N 990' FSL 1980' FWL 20-16S-31E
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IRACT LEASE

15
15

25
25

9A
9A
SA

i8
18

18A
13

19A
22

22A
22A
22A
22B

26
26

2A
2A
2A
2A

[ I )

EXHIBIT "I"

WELL
NO. LOCATION

Grier Federal 13 J 1980' FSL 1980' FEL 20~-168-31E
14 I 1980' FSL 660' FEL 20-16S8-31E

Baxter A 1 Q 660! FSL 1980*' FEL 20-16S-31E
2 P 660! FSL 660' FEL 20-16S-31E

Rowley 1 1980' FSL 660' FWL 20~16S-31E
i 16%50' FSL 1980' FWL 20-16S-31E

2 1650' FSL 990' FWL 20-168-31E

valentine 1 660' FSL 660' FWL 27-16S-31E
2 1650' FSL 990' FWL 27-16S~31E

Trust K-27 1l 1980' FSL 1980' FWL 27=16S-31E
Chase Featherstone 1 330' FSL 330' PEL 27-168-31E
Trust 1l 1980"' FNL 16%0' FWL 27-16S-31E
Federal J27 b 1650' FSL 2310' PEL 27-168~31E
Federal 1 1980' FNL 660' FWL 27-16S-31E
2 1980! FNL 1980' FEL 27-16S-31E

4 660! FNL 660' FWI, 27-16S-31E

Riley h 990' FSL 2310' FEL 27-168-31E
Jeffers Fed 1l 660' PSL 1980' FWL 27-168S-31F
2 990' FSL 1650' FWL 27-168-31E

Johnson-Kennedy 2 M 660' FSL. 660' FWL 28-16S-31E
4 L 1980!' FPSL 660' FWI, 28-168~31F

Kennaedy 3 J 2310' FSL 1650' FEL 28-16S-31E
7B O 660' FSL 1980' FElL 28-=16S=31E

1l 1980' FNL 660' FEL 28-16S-31F

4(2) 660' FNL 660' FEL 28~165-31E

Kennedy A 2 1650 PNL 2310' FWL 28-16S-31E
3 660' FNL 1650' FWL 28-16S-31E

Sheldon Ped 1 2068' FNL 2180' FEL 28-16S-31F
4(1) 1980' FNL 1650' FEL 28-168-31F

3 330*' FSL 626' FEL 28-16S-31E

5(2) 2310' FSL 660' FPEL 28-16S-31FE

5B 300' FSIL, 660' FEL 28-16S5-31F

1 1980' FSL 1980!' FWL 28~16S8-31E

2 560' PSL 1880' FWL 28-16S~31lE

2 660" FSL 1980' FWL 28~16S-31E

-2
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EXHIBIT "I

WELL
TRACT LEASE NO. LOCATION
4A Johnson 6(3) 660' FNL 330' FWL 28-16S-31E
4A 4 660' FNL 660' FWL 28-16S-31E
9 Grier Federal 1 D 760' FNL 560!' FWL 29-16S-31E
9 2 C B810' FNL 1980' FWL 29-16S-31E
12 JN Fidel A 3 B 660' FNL 1980' FEL 29-16S-31E
12 4 A 810' FNL 990' FEL 29-16S=31E
12 5 A 50' FNL 50' FEL 29-16S5-31E
16 Bruning 1 E 1980' FNL 660' FWL 29-16S~31E
16 2 F 1980' FNL 1980' FWL 295-165-31E
16 3 G 1980' FNL 1980' FEL 29-16S-31E
16 4 H 1980' FNL 660' FEL 29-16S-31E
16 5 I 1880' FSL 660' FEL 29-165=-31E
16 6 O 660' FSL 1980' FEL 29-16S-31E
24 carper G 1 J 1980' FSL 1980' FEL 29-16S-31FE
24 2 P 660' PSL 660' FEL 29-168-31F
24 3 J 1980' FSL 1880' FEL 29-16S=31E
24 4 P 550' FSL 550' FEL 29-16S8S-31E
11 Texas Trading A 1 M 660' FSL 660' FWL 29-16S-31E
11 2 N 660' FSL 1980' FWL 29-16S-31E
11 3 L 1980' PSL 660' FWL 29-16S=31E
11 4 K 1880' FSL 1980' FWL 29-16S-31E
20 LOE 1 K 1650' FSL 1346' FWL 30-16S-31E
20 1 E 1980' FNL 503' PWL 30-16S-31F
20 1 D 660' FNL 660' FWL 30-165«31E
20 1 M 660' FSL 660' FWL 30-168S~31F
20 1l N 660' FSL 1980' FWL 30-16S=31F
20 2 K 1980' FNL 1346' FWL 30~16S-31FE
20 2 C 810' PNL 1666' FWL 30-16S5-31E
20 2 F 1980' FNL 1670' FWL 30~16S-~31F
20 2 L 1980' FSL 566' FWL 30-16S-31F
20 2 F 1980!' FSL 1980' FWL 30-16S5-=31E
20 3 C 330' FNL 1995' PWL 30-16S-31E
20 5 E 2630' FNL 10' FWL 30-16S~31E
20 7 D 10' FNL 10' FWL 30=-16S-31E
20 9 M 990' FSL 330' FWL 30-168=31E
20 10 E 1790' FNL 330' FWL 30-16S-31E
20 11 N 660' PSL 1346 FWL 30-16S-31E
8 Vickers 1 H 1980' FNL 660' PEL 30-16S-231F
8 2 A 660' FNL 660' FEL 30-16S-31E
8 3 G 1980' FNL 1980' FEL 30-16S8-31E
8 4 B 660' FNL 1980' FEL 30-16S-31E
8 7 G 1345' FNL 1345' FEL 30-16S~31E
-3-
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15
15
15

12
12

15
15
15
15
15
15
15
15
15
18
18
18
15
15
15
15

14

27
27

21
2l
2l
21

10
25

a3
33
33
33
33
33

Grier

JN Fidel

Grier

Grier A Pedearal

Grier B PFedaeral

HJ LOE Federal

Grier
Baxter A

Zephyr ZQ State

EXHIBIT “I"
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FSL
FSL
FSL

FSL
FSL

FNL
FNL
FNL
FNL
FNL
FNL
FSL
FSL
FSL
FNL
FNL

FNL
FNL
FSL
FNL

FSL

PFSL
FSL

FSL
FSL
PSL
FSL

FSL
FSL

FNL
FSL
FSL
FNL
FNL
FNL

1980"
1980°
1650

660"
660!

660"
660"
1980"
1980'
1950°!
1980"
1980
660"
675°
600’
1980!
2630
10!
660"
1980"
1031

1680°

660"
927!

1357
320"
1980"
330!

330!
660!

660"
1980"
660!
1020
1980
1930

FEL
FEL
FEL

FEL
FEL

FWL
FWL
FWL
FWL
FWL
FEL
FEL
FEL
FEL
FEL
FEL
FEL
FWL
FEL
FEL
FWL

FWL

FWL
FWL

FWL
FWL
FWL
FWL

FEL
FEL

FWL
FWL
FWL
FWL
FWL
FWL

30-165-31E
30-168~31E
30-16S=31E

30-168-31E
30-16S~31E

31-168=31F
31-168~31E
31-168-31E
31-168-31E
31-16S~31E
31-168-31E
31-168S~31E
31-168-31E
31-168=31E
31-16S8~-31E
31-16S-31E
31-168-31E
31~16S-31E
31-16S-31E
31-16S-31E
31-16S-31E

31-16S-31E

31-16S-31E
31-165-31FE

31=16S-31FE
31-165-31E
31-16S-31E
31-16S8-31E

31-16S5-31E
31-16S=31E

32-168-31E
32-16S-31E
32-168=31E
32-16S-31E
32~-16S=31E
32-16S-31E

.15



Dec-15-88 01:34P
TRACT LEASE
33 Zephyr ZQ State
33
33
33
33
31 Tidewater State
31
32 wWaestern Dev A State
32
2 Johnson-Kennedy
2
5 Texas Trading
S
5
5
5
5
5
5
5
3 Johnson A
3
2 Johnson-Kennedy
2
2
2
2
2
7 Carper AB
97
7
7
1 Carper Federal
1

EXHIBIT

WELL

NIN

-NO. LOCATION

NH WM
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0N W e OIS WN

X YW OH OxX>UUW

TR UM OQOoOEmdIPNIK NN YEUZHXOAWNUO

330!
660"
660"
1980°
1980'

1980
660"

660"
180"

660!
1980°'

660"
1880
660"
1980°'
1980°*
1980°
810!
1270
660"

660'
1980°"

1980'
660
1370*
510
21310
330!

1980
660°*
1980°
660°

1980°*
660'

FNL
FNL
FNL
FNL
FNL

FSL
FSL

FSL
FSL

FSL
FSL

FNL
FNL
FRL

FSL
FSL
FSL
FNL
FSL

FNL

FNL
FNL
PNL
FSL
FSL
FSL

FSL
FSL
FNL

FSL
FSL

2310!
1980"
660
660"
1980"

660"
1980"

660!
1980"

660"
660"

660"
660"
1980°"
1980°"
1980"
660!
1980
1650
660"

1980"
1980

660"
660°
990"
2310°"
1650
2310°'

660"
660"
660"
660"

1980"
1980’

FEL
FEL
FEL
FEL
FEL

FEL
FEL

FEL
FEL

FWL

FWL

FEL
FEL

FEL

FEL
FEL

FEL
FEL
FEL
FEL
FEL
FEL

FEL
FEL

FWL
FWL

32-168-31E
32-1685-31E
32-168-31E
32-168=-31E
32-168-31E

32~16S-31E
32-16S-31E

32-16S-31E
32-168=31E

33-165-31E
33-165-~31E

33-168-31E
33~-168-31E
33~168-31E
33-168-31E
33-165-31E
33-16S-31E
33-16S-31E
33-168-31E
33-165-31E

33-168-31E
33-16S-31E

33-16S~31E
33-165-31E
33-16S-31E
33-16S-31E
33-168-31E
33-165-31E

34-16S-31E
34~16S~31E
34-16S=31E
34~168-31E

34-165-31E
34-16S-31E
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EXHIBIT "I"
WELL

TRACT LEASE NO. LOCATION

2 Johnson=Kennedy 8 L 1980' FSL 660' FWL 34-~16S-~31E
2 9 F 1680!' FNL 1980' FWL 34-~16S-31E
2 10 M 660" FSL 660' FWL 34-16S-31E
2 11 J 1980' FSL 1980' FEL 34-16S5-31E
2 12 0 990' FSL 1980' FEL 34~16S-31E
2 18 J 1980' FSL 2080' FEL 34-165-31E
6 Johnson-Kennedy 17 G 2310' FNL 1980' FEL 34-16S-31E
2B Kennedy 1l H 1980' FNL 660' FEL 34-16S-31E
2B 1 660' FNL 1980' FWL 34-16S-31E
2B 6 F 2310' FNL 1650' FWL 34-16S-31E
28 2 1980' FNL 330' FEL 34~16S-31F
6A Kennedy A 1 660' FNL 1980' FEL 34-16S-31E



CASE

Application of GP II Energy, Inc. for statutory unitization, Eddy
County, New Mexico. Applicant in the above-styled cause, seeks an
order unitizing, for the purpose of establishing an enhanced recovery
project, all mineral interest in the Grayburg and San Andres formations,
Square Lake Grayburg-San Andres Pool, underlying 6120 acres, more
or less, of Federal and State lands in the following acreage:

TOWNSHIP 16 SOUTH. RANGE 30 EAST. NMPM
Section 25: E/2
Section 36: N/2

TOWNSHIP 16 SOUTH, RANGE 31 EAST, NMPM
Section 19:  S/2
Section 20:  S/2
Section 27: SW/4, S/2 NW/4, NW/4 NW/4, S/2 SE/4,
SE/4, SW/4 NE/4
Sections 28 through 34: All

Said unit to be designated the Square Lake Unit.

Among the matters to be considered at the hearing will be the necessity
of unit operations; the designation of a unit operator; the designation of
horizontal and vertical limits of the unit area; the determination of the
fair, reasonable, and equitable allocation of production and costs of
production, including capital investment, to each of the various tracts
in the unit area; the determination of credits and charges to be made
among the various owners in the unit area for their investment in wells
and equipment; and such other matters as may be necessary and
appropriate for carrying on efficient unit operations; including but not
limited to, unit voting procedures, selection, removal or substitution of
unit operator, and time of commencement and termination of unit
operations. Applicant also requests that any such order issued in this
case include a provision for carrying any non-consenting working
interest owner within the unit area upon such terms and conditions to
be determined by the Division as just and reasonable.

Said unit area is located  miles of , New Mexico.




CASE :

Application of GP II Energy, Inc. for approval of a waterflood project,
Eddy County, New Mexico. Applicant in the above-styled cause, seeks
approval of its Square Lake Unit Waterflood Project by injection of
water into the Grayburg and San Andres formations through 147
injection wells located in the following described area:

TOWNSHIP 16 SOUTH, RANGE 30 EAST, NMPM
Section 25: E/2
Section 36: N/2

TOWNSHIP 16 SOUTH, RANGE 31 EAST. NMPM
Section 19:  S/2
Section 20:  S/2
Section 27: SW/4, S/2 NW/4, NW/4 NW/4, S/2 SE/4, NW/4
SE/4, SW/4 NE/4
Sections 28 through 34: All

The applicant requests that the Division establish procedures for the
administrative approval of additional injection wells within the unit
area without the necessity of further hearings and the adoption of any
provisions necessary for such other matters as may be appropriate for
said waterflood operations.

Said area is located mile of , New Mexico.




CASE [ -\ 3 :  Application of GP II Energy, Inc. for statutory unitization, Eddy
County, New Mexico. Applicant metre=s sEse, seeks an
order unitizing, for the pgrpqse of establlshlng an enhanced recovery
project, all mineral intere Grayburg and San Andres formations,
Square Lake Grayburg-San Andres Pool, underlying 6120 acres, more

or less, of Federal and State lands in the following s .
dectived @@

TOWNSHIP 16 SOUTH, RANGE 30 EAST, NMPM
Section 25: E/2
Section 36: N/2

TOWNSHIP 16 SOUTH, RANGE 31 EAST, NMPM
Section 19:  S/2
Section 20: S/2
Section 27: SW/4, S/2 NW/4, NW/4 NW/4, S/2 SE/
SE/4, SW/4 NE/4
Sections 28 through 34: All

[%
ﬂ%uniﬂto be designated the Square Lake Unit.

Among the matters to be considered at the hearing will be the necessity
of unit operations; the designation of a unit operator; the designation of
horizontal and vertical limits of the unit area; the determination of the
fair, reasonable, and equitable allocation of production and costs of
production, including capital investment, to each of the various tracts
in the unit area; the determination of credits and charges to be made
among the various owners in the unit area for their investment in wells
and equipment; and such other matters as may be necessary and
appropriate for carrying on efficient unit operations; including but not
limited to, unit voting procedures, selection, removal or substitution of
unit operator, and time of commencement and termination of unit
operations. Applicant also requests that any such order issued in this
case include a provision for carrying any non-consenting working
interest owner within the unit area upon such terms and conditions to
be determined by the Division as just and reasonable.
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Said unit area is located miles of , New Mexico.




