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PLAN FOR UNIT OPERATION
GOVERNING THL UNITIZED MANAGEMENT
OPERATION AND FURTHER DEVELOPMENT OF
VIRDEN-ROSELEA UNIT NO, 2

PART I
INTERPRETATION
References to 1.01 This Plan shall be construed with reference to "The
terms and expres-
sions Interpretation Act" and the terms and interpretation
of "The Mines Act" and regulations thereunder,
Definitions 1.02 In this Plan unless the context otherwise requires:
"Accounting (a) "Accounting Procedure" means the ruleg, provisions
Procedure"
and conditions set forth in Part XXVI hereof}
"Common Account" (b) "Common Account" means the account set up and
maintained by Unit Operator on behalf of the
Working Interest Owners as provided in Part VIII
hereof;
"Conservation (c) '"Conservation Board" or "Board" means The 0il and
Board"
Natural Gas Conservation Board;
"Effective Date" (a) "Effective Date" means the hour of seven o'clock
in the forenoon, Central Standard Time, on the
first dav of s, AJD. 186
"Gash (e) "Gas'" means natural gas both before and after it
has been subjected to any processing and includes
all fluid hvdrocarbons not defined as 0il;
"Investment {f)Y "Investment Account" means the account set up and
Account”

maintained by Unit Operator on behalf of the Work-

ing Interest Owners as provided in Part X hereof;
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L] Leasesﬂ

IIOil"

"Operating
Committee

"Outside
Substances"

"Participating
Interest™

"Royalty Owner'

{g)

(h)

(i)

(k)

(1)

"Leases" means severally and collectively the
petroleum and natural gas leases, netroleum
leases, natural gas leases, subleases, agreements
to grant a lease and any other agreements whether
similar or dissimilar to the foregoing covering
the lands described in Part XXII hereof;

")il" means crude oil and all other hvdrocarbons
regardless of gravitv, that are or can be recovered
in liquid form from a pool through a well by
ordinary production methods;

"Operating Committee" means the committee created
pursuant to Part YV hereof;

"gutside Substances'" means all substances obtained
from any sources other than the Unitized Strata
for injection into the Unitized Strata;
"papticipating Interest" means with respect to
each Working Interest Owner the sum of the nro-
ducts obtained bv multinlying its resnective
workine interest in each Tract bv the respective
Tpact Participation of each such Tract;

"Rovalty Quwner™ means a person, other than a
Working Interest Owner, who has any interest in a
right to receive a portion of the Unitized Sub-
stances or a portion of the nroceeds from the sale
thereof, including a reversionarv interest, a
royalty interest reserved to the lessors named in
any Lease, and any overriding rovalty interest, or
an interest in a navment under, or encumbrance on,
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"Salt Water
Disposal Well"

"Spacing Unit"

"Tract"
"Tpract Part-

icipation"

"Unit Aprea"

"Unit Facilities"

(m)

(n)

{o)

(p)

(q)

{r)

a Lease that does not carry with it the right to
search for or produce the Unitized Substances;

|
"Salt Water Disposal Well" means those wells
drilled for the purpose of, or converted to, salt
water disposal;
"Spacing Unit" means the area allocated by any
governmental bodv having jurisdiction with respect
thereto for each well drilled for the purpose of
producing 0il and Gas from the Unitized Strata;
"Pract™ means each parcel of land described as
such and given a Tract number in Part XXIT hereof;
"Tract Participation" means the percentage set
forth for each Tract in Part XXIV hereof;
"init Area' means and comprises the lands set
forth and described in Part XXII hereof and in-
cluded within the boundaries of the solid black
outline on the map shown in Part XXIII hereof,
insofar as these lands relate to the Unitized
Strata, excepting, however, those lands, if anv,
shown cross-hatched in Part XXIII hereof;
"Unit Facilities" means all tanrible proverty of
every kind, nature and description (exceptins
nitized Substances, Unit Operated Wells, rental
equipment and Unit Nperator's exclusivelv owned
equinment) in the possession of Unit Onerator
hereunder acquired from a Workine Interest Owner
pursuant to the provisions of Part X hereof,
together with all facilities and equipment nur-
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"Unit Operated
Wellsg"

"Unit Operator"

"Unitized Strata"

{s)

(t)

(u)

chased, constructed or acquired by Unit Operator
pursuant hereto;

"Unit Operated Wells" means all wells (including
wells drilled for the production of Unitized Sub-
stances, wells drilled for the purnose of producine
water only, wells drilled for the purpose of water
disposal and wells drilled for the purpose of pres-
sure maintenance operations or secondary recovery
operations) in the possession of Unit Operator
hereunder, whether acquired from a Working Interest
Mwner or drilled bv Unit Overator nursuant to the
terms hereof, but excluding Unit Facilities in and
on the said wells;

"Unit Operator" means the person anvointed to
manaece and conduct the onerations hereunder who
shall be a Working Interest Owner unless the
Operating Committee unanimouslv otherwise arrees;
"Unitized Strata" means the Virden and Scallion
members of the Lodgepole Formation of the Mississ-
ippian Age underlving the lands described in Part
¥XII herecof, as same are shown on the electrical lop
of the Calstan Virden S.W.,D, 2-26-10-26 well in Legal
Subdivision Two (2) of Section Twenty-six (26), Town-
ship Ten (10), Range Twentv-six (26), West of the
First (lst) Meridian, in the Province of Manitocba
between the interval 2,008 feet and 2,258 feet as
measured from the Kelly Bushine. The Virden member
consists of submembers scmetimes known as the Crin-
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"Unitized
Substances"

"Well"

"Working Interest
Owner"

Unit Name

Operation as
a Unit

(v)

(w)

(x)

2,02

oidal, Sandhill, and Four Oolites, The Scallion
member is sometimes knmown as the Cherty Zone and
sometimes includes a basal shale unit known as the
Routledge Shale;
"Jnitized Substances" means the 0il and Gas that
are within or are produced from the Unitized Strata;
"Jell" means any well within the Unit Area which
has been drilled to the Virden or Scallion members
of the Lodgepole Formation of the Mississippian Ape
for the production of 0il and Gas which at some time
since such drilling has nroduced a minimum of three
(3) barrels of 0il per day for at least one month's
durationg
"Working Interest Owner" means a person who has the
right, in wheole or in nart, to search for and produce
and to approvoriate the Unitized Substances, either
for himself or for others having an interest therein,
or for both, whether such right is derived from own-
ership in fee simple or from a Lease.

PART 11

UNIT OPERATION

The name of the Unit shall be "Virden-Roselea Unit

Mo, 2" (hereinafter sometimes called the "Unit").

On and after the Effective Date, the respective
interests of the Working Interest Owners and Rovaltv
Owners, in and to the Unit Area, the Unitized Strata
and the Unitized Substances, shall be unitized for the
purposes of carrving out in the Unit Area and the
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Effect of Unit
Operation

Amendment of
Leases

Continuation
of Leases

2,03

{(a)

(b)

Unitized Strata any and all overations which may at
any time and from time to time be deemed necessarv

or advisable by the Overating Committee for the pur-
pose of preventing waste, obtaining ultimately the
greatest possible recovery of the Unitized Substances
and accomnlishing the more efficient and more econom-
ical development and production of the Unitized Sub-
stances under prudent and proper operations and prac-
tices to the end that all operations for drilling and
producing and all other operations in the Unitized
Strata mav be conducted without regard to the senarate
Leases or boundarv lines of separate Tracts within
the Unit Area and as theough the Unitized Strata were
covered bv a single Lease subject to all the terms
and conditions hereof.

Without limiting its general effect, the unitiz-
ation shall have the following snecific effects:

On and after the Effective Date, the terms and
provisions of the Leases are hereby amended to

the extent necessary to make them conform to the
terms and provisions hereof and, the Leases as
amended, shall continue in full force and effect.

Any operations conducted with respect to the

Unitized Strata, or production of Unitized

Substances shall, excent for the purnoses of
determining navments to Rovalty Owners, be con-
sidered as operations unon or production from

each Tract and such operations or production shall
operate to continue in force and effect each Lease
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as if such operations had been conducted and a
Well had been drilled on and was producine from
each Spacing Unit or portion thereof covered bv
each Lease.

Authority for 2,04 The Working Interest Nwners are herebv collect-

Operations
ivelvy authorized to develon and operate the
Unitized Strata without regard to the separate
Leases or the boundarv lines of senarate Tracts
within the Unit Area, and to drill, use and nro-
duce such wells as the Operating Committee deems
advantageous to operations on or production from
the Unitized Strata, to abandon such wells as
thev deem unnecessary and in general to do all
other things that the Operating Committee deems
advisable for the purpose of accompnlishing the
most efficient and most economical development
and operation of the Unitized Strata., Without
limiting the generality of the foregeoing, the
Working Interest Owners are herebv authorized to
inject 0il, fGas, water, or other substances, or
any combination of them into the Unitized Strata
and from time to time to convert and use as in-

wadl

jection wells anvy Wpll now drilled or hereafter

drilled into the Unitized Strata.

Royalty Owners 2,05 Nothing contained in this Plan shall be construed
Not Obliged to
Pay Unitization as imposing upon anv Royalty Owner any obligatien

Costs etc.
to pay for any of the expenses of the unitization

herein provided for or for any of the costs and
expenses incurred in operations hereunder unless
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Determination
of Tract
Participation

such Royalty Owner 1s oblipated to pay for the

same by the terms of anv Lease.

PART ITL

TRACT PARTICIPATION

3.01 The Tract Participation of each Tract is shown in

(a)

(b)

Part XXIV hereof and was determined with resnect
to all Tracts bv adding one-half (1/2) of each of
the following:
A current production factor:
such factor is the percentage calculated by dividing
the 0il production of such Tract during the interval
Mav lst, 1965 to October 31st, 1965, by the 0il
production for all Tracts durins the same interval,
and multinlying by 1003
An average monthly 0il production factor penalized
for water preduction, such factor is arrived at by
i) determining average monthlv 0il production of
the Tract by dividing its cumulative 0il nro-
duction to Nctober 3lst, 1965 by the number
of calendar months since the Well on such Tract
first went on nroduction, provided that the
first calendar month shall not he counted as
such unless the 0il producticn from the Well
on any such Tract for that calendar month was
greater than one-half (1/2) of the 0il produc-
tion from such Well for the next succeeding
months
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ii) calculating a fractional water cut for the
Tract bv dividine the water production for the
interval set out in maragraph (a) hereof by the
sum of its water and 0il nroduction for the same
period; PROVIDED, THAT, with respect to those
Tracts which did not oroduce during the interval
referred to, the fractional water cut shall be
calculated by dividing the water nroduction
for each such Tract during the consecutive six
month period that ends with the last recorded
production by the sum of such Tract's water and
0il production for the same period;

iii) multiplying the average monthly Qil production
for the Tract obtained in (i) by the fraction
one minus the water cut aopronriate to the
Tract as determined in (ii);

iv) dividing the product obtained in (iii) for the
Tract by the sum of all the products obtained
in (iii) for all the Tracts and multiplving by
one hundred (100).

3.02 The total of the Tract Participations for all Tracts

shall at all times equal one hundred (100%) percent.

3,03 This Part III is exnlanatorvy and the Tract Partic-
inations shown in Part XXIV shall be deemed to be

correctlv made in accordance with this Part III.

PART 1V

ALLOCATION OF PRODUCTION

Ailocation 4,01 All Unitized Substances nroduced and saved shall
to Tracts
- 9 .



Delivery of
Unitized
Substances
in Kind

Distribution
Within Tracts

4,03

be anportioned among and allocated to the several
Tracts in accordance with their respective Tract
Participations. The amount of Unitized Substances
so allocated to each Tract, and onlv that amount,
regardless of whether it be more or less than the
amount of the actual »roduction of Unitized Sub-
stances 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 Working Interest Owners entitled to the Unit-
ized Substances allocated to each Tract shall have
the right to take such {mitized Substances in kind.
Such Workineg Interest Nwners shall have the right
to construct, maintain and ocerate within the Unit
Area all necessary facilities for taking production
in kind provided the same are so constructed, main-
tained and operated as not to interfere with unit
operations. Anv extra expenditures incurred by
Unit Operator by reason of the delivery in kind of
any portion of the Unitized Substances shall be
borne by the Workine Interest Owner receiving the
same,

The Unitized Substances allocated to each Tract
shall be distributed by the Working Interest Owners
of such Tract among, or accounted for, to the per-
sons entitled to share in the production from such
Tract in the manner ovrovided for in the Lease
covering such Tract, The Royalty Owners shall
accept rovalty calculated on the allpcated pro-
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Failure to
Take in Kind

4,0k

duction in full settlement, satisfaction and dis-
charge of the obliration of any Working Interest
Owner to maks rovalty pavments on Unitized Sub-
stances under their vespective Leases,

To the extent that anv Working Interest Cwner
entitled to take and receive in kind any portion
of the Unitized Substances shall fail to take or
otherwise adequately disnose of the same currently
as and when produced, then so lonr as such con-
ditions continue, Unit Onerator, as arent and for
the account and at the expense of such Working
Interest Owner may, and urpon the instructions of
the Operating Cormittee shall, in order to avoid
curtailing the operation of the Unitized Strata,
dispose of such production and the account of such
Working Interest Owner shall be credited therewith
as havine received the same. The proceeds of the
sale of the Unitized Substances so disnosed of by
Unit Onerator shall be naid to the Working Interest
Owner entitled thereto.L'The authority of the tnit
Operator to enter into contracts for the sale of
such nroduction shall be limited to contracts that
are limited in time to the minimum needs of the
industry and in anv event not exceedinc one (1)
year. Anv Working Interest Owner not taking in
kind may revoke at will Unit Operator's authoritvy
hereunder by notice in writing tc Unit Operator and
by takine in kind 3ll of its share of production

not previously contracted for sale.
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Over-production

4,05

{a)

(b)

A proper and timely gauge shall be made of all tanks
delivered to Unit Operator to ascertain the amount

of 0il in such tanks as of the Effective Date, If
any Wells producing into such tanks have made mcre
than their cumulative production allowable as set

by the Conservation Board, the amount of such over-
production of 0il then in such tanks which has been
produced from the Virden and Scallion members of the
Lodgepole Formation of the Mississinpian Ase shall

be deemed to be Unitized Substances. Except as
aforesald the 0il in such tanks shall remain and

be at the risk of and be the pronerty of the Workinp
Interest Owner owning the same prior to the Effective
Date, and upon request shall be delivered in kind to
such YWorking Interest Owner, or, in the absence of
such request, shall be sold by Unit Onerator for

the credit of and on behalf of such Werkines Interest
Owner at not less E;g; the prevailing wellhead oprice,
and the nroceeds thereof shall be paid bv the pur-
chaser directlv to such Working Interest Owner.

If any production in excess of the cumulative
production allowable of anv Tract as of the Fffective
Date was sold prior tec the Effective Date, the Unit
Operator durins the month or months next fol-

lewing the Effective Date shall withhold from

the Unitized Substances which, except for the
provisions of this subparagraoh, would have been
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Royalty on Out-
side Substances

Use of Unitized
Substances

(¢}

allocated to a Tract or Tracts from which the

0il scld was produced in excess of the cumulative
production allowable, an amount equal to such

excess production on the Effective Date, and the
amount or amounts so withheld shall be reallocated
to all of the Tracts in proportion to their respect-
ive Tract Papticipations. Such withhelding and re-
allocation shall be centinued until the full amount
of any such excess production in respect to anv
Tract or Tracts has been withheld and reallocated.
Ne allowance shall be made to any interested rerson
for any under-production of 0il from its Wells prior
to the Effective Date.

If any Outside Substance is injected intc the Unit-
ized Strata, anv like substance contained in Unit-
ized Substances subsequently produced and sold or
used for other than operations hereunder, shall be
deemed to be an Outside Substance until the volume
of such Outside Substance injected into the !mitized
Strata is recovered. No nayments shall be due or
pavable to Royalty Owners on any substance which is
deemed to be an Outside Substance,

The Working Interest Owners may use as much of the
tnitized Substances (excluding 0il) as thev deem
necessary for the operation and development of the
Unitized Strata, including, but not limited to,
their injection inte the Unitized Strata and in the
operation of anv plant or plants handling Unitized

Substances. No royalty or other pavment shall be
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Operating
Committee

Representatives
on the Operating
Committee

Oreanization
Meeting of the
Operating
Committee

5.01

5.02

5.03
(a)

payable in respect thereto or in respect to Unitized
Substances unavoidably lost. Such Unitized Substances
so used, injected or lost shall Dbe excluded in alloc-
atine production.

PART V

ORGANIZATION OF THE

BPERATING COMMITILE

There is hereby created an Operating Committee which
shall be composed of one representative of each Work-
ing Interest Owner desirnated as hereinafter pro-
vided.

Each Workine Interest Owner shall, at least ten (10)
days prior to the Effective Date, desiegnate bv notice
in writine to the Chairman of the Conservation Board
the name and address of its representative on the
Operating Committee and shall further designate an
alternate representative, or alternate representatives
on the Operating Committee who, in the absence of the
designated representative, shall have the rights zand
powers of such representative, Tn the event any Work-
ing Interest Owner fails to designate a representative
on the Operating Committee as aforesaid the Chairman
of the Conservation Board shall designate the Working
Interest Owner himself as such representative or in
the case of a Working Interest Owner that is not a
natural person shall designate anv member or officer

of such Working Interest Owner as such representative.

The Chairman of the Conservation Board shall, at least
five (5) davs prior tc the Effective Date, select the

representative of a Working Interest Owner to act as
- 14 -



Change of
Representative

Voting Interest

(b}

(c)

5.04

5,058

chairman pro tem of the organization meeting of the
Operatine Committee and shall forthwith forward the
name and address of each Working Interest Owner's re-
presentative, or alternate representative, or alter-
nate representatives, to the person so selected,

The chairman nrc tem of the Operating Committee shall
call and hold an organization meeting of the Operatine
Committee prior to the Effective Date.

The Operatine Committee, at such orpanization meeting
shall appoint the Unit Operator, and the chairman nro
tem of such organization meeting shall promptly notify
the Chairman of the Conservation Beoard of such amnoint-
ment and thereafter the reoresentative of Unit Operator
shall act as Chairman of each meetins of the Onerating
Committee witheut in anv manner restrictine or limiting
his richts to represent Unit Onerator as a Workinp
Interest Owner,

Each Working Interest Owner mav change its designated
representative, or desirnated alternate representative,
or alternate representatives, by notice in writing to
the Chairman of the Operating Committee and the Chair-
man of the Ceonservation Board., Nothing herein shall
preclude two (2) or more Working Interest Owners from
designating one (1) member on the Operating Committee
to represent them and to vote and act for them thereon
and such member shall, if so required by his principals
cast his vote for each principal separately.

Each member of the Operating Committee, in votine on
all matters comino before the Onmerating Committee,
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Meetings

Voting by
Telegram, etc.

Polls

5.06

5,07

shall have a voting interest equal to the Participat-
ing Interest of the Working Interest Owner represented.
The Operating Committee shall meet on the call of

Unit Operator, or at the request of a representative
of any Working Interest Owner. init Operator shall
notify all members of the Operating Committee in
writing at least ten (10) days in advance of any
meeting of the time and place of the nroposed meeting,
and of the specific matters affecting unit operations
which will be nresented, discussed and voted upon at
such meeting, and no other matters shall be voted
unon at such meetine unless each Working Interest
Owner is represented thereat and acrees that such
further matters may be voted upcn.

Anv member of the Onerating Committee not represented
at any particular meeting may vote, by letter or
telegram addressed to and received bv the Unit Onerator
prior to the hour fixed for the meeting, on any
question presented thereat of which it has been
notified, Members so voting shall be considered
present as recards such matters on which they so

vote, but not for other ourposes.

Any question within the nrovince of the Operatina
Committee to decide may be determined in the absence
of a formal meeting by a poll of all of the individ-
ual representatives. If such poll is taken it shall
be conducted by the Unit Operator, either by letter
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Minutes of
Proceedinegs

Voting

5.09

or telegram, and he shall keep a written record

»nf the vesults and report the results thereof te

the Working Interest Owners within a reasonable time,
either by notice in writing tc each of them, or by
report to them at the next meeting, The voting in-
terests necessary to act upon and determine matters
or questions submitted by letter or telegram shall

be the same as otherwise herein provided for. Such
vote shall be made within not less than fifteen (15)
davs of the givine of such notice; PROVIDED, THAT,
any failure to vote within the stipulated time, shall
be considered as an affirmative vote,

Unit Onerator shall keep minutes of the proceedines
of each meeting of the Operating Committee and a copy
thereof shall be forwarded to each member thereof.
Such minutes need not be a verbatim record of all the
proceedings, but shall show the names of the renresen-
tatives present at the meeting, all motions and
resclutions offered or acted upon, together with the
results of such action and such other formal action
as may be taken bv the Operating Committee, and shall
include a record of all matters voted on by letter or

telegram ballot since the date of the last meeting.

PART VI

POWERS AND DUTIES OF

THE OPERATING COMMITTEE

6.01 The Working Interest Owners acting through the Oper-

ating Committee and 'Imit Operztor shall carrv out the
purposes of this Plan and shall determine and decide
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Quorum

Rights Granted
the Operating
Committee

6,02

6.03

all matters by concurrine vote of members of the
Operating Committee representing at least two (2)
Working Interest Owners owning at least seventy-
five (75%) percent of the Participating Interests
and such vote shall be binding on all Working
Interest Owners; PROVIDED, HOWEVER, that anv ab-
stention or other failure to vote shall be con-
sidered as an affirmative vote.

At any meeting of the Operating Committee a quorum
shall consist of the repnresentatives personally nre-
sent of not less than two (2) of the Working
Interest Owners having, in the agpregate, seventy-
five (75%) percent or more of the total Partici-
pating Interest.

All rights, powers, privileges and duties here-
under not specifically delegated to Unit Operator
or reserved to the individual Working Interest
Owners are hereby granted collectively to the
Operating Committee. Without limiting the pen-
erality of the foregoing, the following rights

and powers are granted to the Operating

Committee:
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(a)

(b)

(c)

(d)

(e)

(£)

Te instruct Unit Operator concerning all unit oper-
ations for the production of Unitized Substances;

To approve or disapprove the drilling of additional
wells to the Unitized Strata either for the produc-
tion of water, Unitized Substances or for injection
DUrnOses )

Subject to the rirshts of Unit Operator pursuant to
Section 7.04 hereof, to approve or disapprove in
whole or in part each and every estimate and item of
expenditures submitted by Imit Operator, excent those
that were included in a previcus approved budget;

To appoint an Audit Committee to represent all Work-
ing Interest Owners ,to arrange preper annual audits
of the accounts of Unit Operator with respect to the
operation and development of the Unit Area, approve
or disapprove the same and make available to the
Working Interest Owners the results of such audit;

To fill any vacancy occurring in the position of Unit
Operator; PROVIDED, THAT, no Unit Operator shall vote
to succeed itself in the position of Unit Operator;
To represent, or determine whe shall represent, the
Working Interest Nwners before any sovernmental body
having jurisdiction with respect toc matters nertain-
ing to unit operations; PROVIDED, HOWEVER, that this
shall never be construed as authorization to sneak

on behalf of any Working Interest Owner dissenting
from the views to be expressed or to prevent anv

Working Interest Owner from wmresenting its own view

on such mattersy
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Powers and
Duties

(h)

(i)

&P

To apnoint and grant powers to such committees as
they may deem proper and requisite;

To aprrove an annual budget as in Section 8.04
hereof nrovidedj

To aporove the method of disposal of surplus Major
Material;

To amend Part XXVI hereof from time to time whether
in whole or in part; PROVIDED, THAT, no amendment
increasing the charges to be made by Unit Operator
under Section 26.07 (k) hereof shall become effec-
tive until the aporoval of the Conservation Board to

such increase in charses has been cbtained.

PART VII

POWERS AND DUTIES 0OF UMIT OPERATOR AND

CHANGE OF DNIT OPERATOR

7.01 Unit Operator shall, subject to the provisions here-

(a)

of and orders given or imposed by the Operatins Com-
mittee as herein provided;

Have exclusive charge, management and control of
the development, opneration and oroduction of the
Unitized Strata, and shall have the ripht and duty
to conduct all onerations in connection therewith
including, but not limited to the following: the
drilling, operating, maintaining, repairins, sus-
pension and abandomment of all Unit Onerated Wells
whether for production, injection or water supnly,
including wells drilled after the date hereof and
wells taken over under the provisions hereof; and

the installation, construction and operation of
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Hiring of
Employees

(b)

(c)

(a)

(e)

Unit Facilities of whatsoever character necessary

or convenient for the conduct of onerations hereunder;
Conduct operations in a good and workmanlike manner
and in the absence of snecific instructions from the
Operatine Committee shall have the right and dutv to
act in accordance with what a prudent operator would
do under the same or similar circumstances;

Keep true and correct books, accounts and records of
its operations hereunder, and shall furnish to each
Workins Interest Owner, on or before the fifteenth
(15th) day of each month, a statement of the amount
of production from the Unitized Strata, sales and
inventory durineg the preceding calendar month;

Keep the lands and leases used in connection with
unit operations free from liens and encumbrances
occasioned by its onerations, excepting the lien of
Unit Operatcr granted hereunder and excepting liens
in connection with which there is a bona fide disnute;
Freely consult with the Operating Committee and keep
it advised of all matters arising in connection with
unit onerations, which Unit Operator, in the exer-
cise of its best judgment, considers important. Unit
Operator shall furnish to the members of the Operat-
ing Committee such repcorts in connection with unit
operations as the Overating Committee mav direct.
Unit Operater shall fix the number of, hire and
dismiss and pav and supervise all emplovees required
for the onerations hereunder and shall determine the
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hours of labour and compensation to be naid to such
employees, Such emplovees shall be the emnlovees
solely of Unit Operator.
Letting of 7.03 Unit Operator shall let all contracts for the drill-
Contracts
ing, reworking, deepening, plupping back of, or
other operations in connection with anv Unit Operated
Well on a competitive basis at the usual rates and
terms prevailing in the area; PROVIDED, HOWEVER,
that Unit Operator shall have the right to use its
own equipment in carrying out such drilling, re-

working, deepening, plugging back of, or other

operations in connection with any Unit Operated Well;

Unit 7,04 In addition to anv expenditures which Unit Operator
Operator's

Authority for is specifically authorized to make, Unit Operator is
Expenditures

authorized to make an expenditure not in excess of
Five Thousand (55,000.00) Dollars in respect to any
single undertaking without the aporoval of the
Operating Committee, Unit Operator may, without
apnroval of the Operatine Committee, take such
action and make such expenditures for the Common
Account as it mav deem necessarv in order to protect
life or pronerty. Within ten (10) days after taking
any such action or making such exnenditures, Unit
Operator shall advise the Operating Committee of

such action and exnenditures.

Unit 7.05 Unit Operator shall continue to have all the rights,
Operator to

Have Rights duties and liabilities of a Working Interest Owner
of Working

Interest Owner in addition to its rights, duties and liabilities

as Unit Operator as long as it continues to own a

- 22 -



Change of
Operator

Release from
Duties

Surrendar of
Operating
Rights

7.06

()

(b)

(c)

7.08

working interest in the Unit Area.

Unit Operator:

Shall forthwith cease to act as Unit Operator in the
event it should become bankrupt or insclvent, or
make any general assienment for the benefit of
creditorsy

May be removed as Unit Operator by an affirmative
vote of members of the Operating Committee repre-
sentine Working Interest Owners, other than Unit
Operator, who own at least eightv-five (85%) percent
of the remaining Participating Interests;

Mav resign at anv time upon one hundred and eighty
(180) days' written notice teo the Operating Commit-
tee and to the Board,

In the event of a removal or resignation of Unit
Operator pursuant to paragraphs (b) or (c) of
Section 7,06, Unit Onerator shall be released from
its duties and obligations hereunder at the hour

of seven o'clock in the forencon, Central Standard
Time on the first day of the calendar month
fcllowine the expiration of one hundred and eiphty
(180) davs from the date of delivery of notice of
such removal or resipnation, or such earlier date
as a successor Unit Operator shall have been
designated bv the Operatine Committee, and shall
have assumed the duties of Unit Onerator.

At the effective time of the release from its
duties of anv Unit Operator, or unon the selection

of a successor Unit Operator, the preceding Unit
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Selection of
Successor Unit
Operator

Audit

7.09

7.10

Operator shall surrender possession of, and deliver
to, the successor Unit Nperator the exclusive charge,
manasement and control of the development, operation
and production of the Unitized Strata and all Unit
Onerated Wells, Unit Facilities, common funds in the
possession of Unit Operator and all wproduction, if
any, which has not theretofore been delivered in
kind, or secld, conies of all pertinent books of
account and records of the unit overations and all
documents, agreements and other papers relating
thereto. Upon the transfer and delivery thereof,

the preceding Unit Operator shall be released and
discharped from and the successor Unit Operator
shall assume all duties and obligations of Unit
Operator hereunder cxcept the unsatisfied duties

and oblipations of the nreceding Unit Operator
acerued prior to the effective time of the chanre

of Unit Operator and for which the preceding Unit
Operator shall, notwithstandins its release or
discharse, continuz to remain liable,

Forthwith upen the removal or resirnation of Unit
Operator, or at anv time when there is no Unit Opera-
tor, the Operating Committee shall select a succes-
sor Unit Operator to take office contemporaneocusly
with the effective time of the release from its
duties of Unit Operator.

The Operating Committee shall cause an audit of

the accounts of the nreceding Unit Operator with res-
pect to the operation and development of the Unit
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Common Account

Charpes to
Common Account

Unit Operator
to Make Initial
Payment

Area to be made forthwith to the effective time

of the appointment of a successor Unit Onerator.

PART VITII

EXPENDITURES AND LIABILITIES

8,01 Unit Nperator shall set up a Common Account on bzhalf

8.02

8.03

of the Working Interest Owners for all costs and ex-
penses incurred bv it and all monies received bv it in
connection with the development and oneration of the
Unit and all of the said costs and expenses shall be
charged, and all of the said monies shall be credited
to the Werking Interest Owners in accordance with the
provisions hereof.

Subject to the other provisicns hereof, all costs,
expenses and liabilities, whether contractual or
tortious, incurred by Unit Operator on account of

the operations hereunder shall be for the Common
Account and shall he bherne by the Workine Interest
Owners in nroportion to their respective Participating
Interests.

Unit Opmerator shall initially navy and discharpe all
costs and expenses incurred in the operations here-
under. Unit Operator shall bill each Working Inter-
est Owner for its share of all costs and expenses

and each Working Interest Owner shall peimburse Unit
Operator for its share of such costs and expenses in
accordance with the provisicns of Part XXVI hereof,
Each Working Interest Owner shall pay all such bills
within thirty (30} days after receint thereof, and

should anv Working Interest Owner fail to pav its

- 25 -



Annual Budget,
etc,

8.04

proportionate share of such costs and exnenses within
the said thirty (30) dav'period, the same shall, at
Unit Operator's discretion bear interest at the rate
of six (6%) mercent per annum from the end of the said
period until paid, which interest shall be for Unit
Operator's sole account, and Unit Operator shall have
the right at its option at anv time thereafter, such
default continuine, to enforce the lien hereinafter
provided for upon the respective interests of such
Working Interest Owner.

As soon as practicable after the Effective Nate here-~
of, Unit Operator shall orepare a budret of estimated
costs and expenses for the period from the Effective
Date to the 31st day of December A.D. 1966 and on or
before the first day of each November after the
Effective Date shzll nrepare a budret of estimated
costs and exnenses for the ensuing calendar vear.
Such budeet shall set forth the estimated costs and
expensas by quarterly neriocds, Budpets so prepared
shall be subject to adjustment and correction by the
Working Interest Owners from time to time whenever it
shall appear that an adjustment or correction is
proper; PROVIDED, HOWEVER, that if Unit Onerator's
total expenditures for the year are within ten {10%)
percent of those costs and expenses approved in any
budret, such expenditures shall be considered as hav-
ing been approved. A cony of each such budget and
adjusted budpet shall be promptly furnished each
Working Interest Owner.

Approval of the budpet by the Working Interest
- 20 -



Advances to
Unit Operator
- Capital Tund

Advances to
Unit Operator
- Operating Tund

8,05

8.06

Ovmers shall constitute authorization to the Unit
Operator to make the expenditures therein detailed.
Unit Operator, in lieu of advancing monies for the
capital expenditures of unit onerations mav, at its
election, require the Working Interest Owners to
advance their respective nroportionate share of such
capital expenditures by submitting to each Workine
Interest Owner on or before the last day of each
calendar month an estimate of such capital expend-
itures for the succeedine calendar month based on

an approved budset of estimated costs and expenses

or authoritv for exnenditure together with a request
for pavment of such proportionate share. Within
fifteen (15) days from the receipt of such request
each Working Interest Owner shall nav its proportion-
ate share to Unit Operator. If any Working Interest
Owner defaults in respect te such request for vayment,
the same shall, at Unit Onerator's discretion, bear
interest at the rate of six (6%) percent per annum
from the end of the said fifteen (15) dav period until
paid, which interest shall be for the Unit Operator's
sole account. The accounts between the Working
Interest Owners shall be adjusted to actual costs bv
Unit Operator in the month's statement following the
month covered by the estimate.

Unit Operator, in lieu of advancine monies for the
costs and exnenses incurred in the maintenance and
operation of the Unit Area may, at its election,
require the Working Interest Owners to advance their
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Unit Oper-
ator's Lien

8.07

respective proportionate share of such costs and
expenses bv submitting to each Working Interest

Owner on or before the last day of any calendar

month a reguest for an operatinr fund equal to one-
twelfth (1/12th) of the exnenses as approved in the
annual budget of estimated expenditures for the unit
operation, Within thirtv (30) days from the receipt
of such request, each Working Interest Owner shall
pav its proportionate share to Unit Onmerator. If any
Workins Interest Owner defaults in respect of such
request for an operating fund, the same shall, at
Unit Operator's discretion, bear interest at the rate
of six (6%) percent per annum from the end of the
said thirty (30) dayv'period until paid, which inter-
est shall be for the Unit Omarator's sole acccunt,
After the establishment of this oneratins fund, which
will be semarate from that required in Section 8.05
hereof, and which shall at no time exceed one (1)
month's estimated expenditures, each Working Interest
Mwmer shall remit to the Unit Operator its propor-
tionate share of each month's actual billins within
thirty (30) days of receint, thus maintainins the
operating fund intact, The adequacv of the fund in
relation to current expenses will be reviewed
annually or more often upon request by a Working
Interest Owner and adjustments made as required,

Unit Operator shall, subject to sub-section (%) (k)
(i) (A) and (B) of Section 73 of "The Mines Act",
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have a lien upon the interest of each Working Inter-
est Owner in any unsold Unitized Substances, upon
the proceeds of the sale of any Unitized Substances,
and upon the interest of each Working Interest
Owner in the Unit Facilities and upon the title
of each Workinr Interest Owner to and in the Unit
Area and the Unitized Strata. Such lien shall have
priority over any lien bv any Workins Interest Owner,
in the event of the failure of anv Yorking
Interest Owner to pav its share of the costs and
expenses incurred hereunder when due, as provided
herein, Unit Operator shall be entitled at anv time,
and from time to time, to collect and receive the
rroceeds of the sale of all or anv part of such
Yorkine Interest Owner's share of the Unitized
Substances, includins the proceeds from previouslv
executed sale contracts made by or for such default-
ing Workin~ Interest Owner. Unit Operator shall
apply a2ll such sums so collected arainst the default-
ine Working Interest Owner's unpaid bills, the excess
of such proceeds over the umpaid bills, if anv, to
be paid to the Working Interest Owner entitled thevre-
te and all sums sc applied shall be considered as
received from such defaultine Working Tnterest Owner
within the meanins of the provisions contained in
Section 8,08 hereof relating to contributions by
the other Working Interest Owners to Unit Operator
in the case of default in pavment when due. Unit

Operator mavy likewise take any other credit due any
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Centributions

to Unit Operator
Upon Failure to

Collect Certain

Debts

8,08

such defaulting Werking Interest Owner pursuant here-
to and apply the same apgainst amounts due from such
Workine Interest Owner, The rights granted to Unit
Operator in this Section shall not be construed as
exclusive remedies but shall be in addition to all
richts, privileres and remedies afforded Unit Oper-
ator by other provisions hereof and by law., Service
of a true copy of this Plan shall constitute written
authorization on the part of such defaulting Workine
Interest Owner for such purchaser to pay the proceeds
from such sale to Unit Operator during such default,
but such purchaser shall not be considered as havinr
been notified of such authorization prior to the time
of such service. Boocks and records kept by Unit Oper-
atcr with respect to operations hereunder shall con-
stitute conclusive nroof of the existence or non-
existence of any such default insofar as the right

of Unit Onerator to collect proceeds from the sale

of all or any part of the defaultinc Workine Interest
Owner's share of the Unitized Substances is concerned,
subject, however, tc a2ll rights of inspection, ver-
ification and audit nrovided herein,

If Unit Operator shall not have received full reim-
bursement for any indebtedness that mav become due
and payable bv anv Workinc Interest Owner te Unit
Operator after reasonable efforts by Unit Operator

to obtain such reimbursement, each of the Working
Interest Owners, unon the request of Unit Onerator,
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Pre-unit
Expense

Commingling
of Funds

8.09

8.10

shall, unless contrarv to any then existine law,
contribute to the reimbursement of Unit Operator

the portion of anv such unsatisfied amount equal

to the porticn that such Workings Interest Owner's
Particinating Interest bears to the total Partici-
patine Interests of all of the Workins Interest
Owners exclusive of the Particirating Interest of
the defaultine Working Interest Owner; and thereupon,
each VWorking Interest Owner so contributine shall be
proportionatelv subropated to Unit Operator's rirhts
and lien under Section 8.07 hereof.

Each Verking Interest Owner shall pay a nart of the
reasonzble cost, as approved by the Operatins Com-
nittee, of unitizing the Unit Area in proportion

to its Participating Interest hereunder.

Neo funds received by Unit Operator hereunder need

be serresated by Unit Operator or maintezined bv it
as a joint fund but mav be commingled with its own
funds.

PART IX

RESPONSIBILITY FOR PAYMENTS

3.01 Each Working Interest Owner shall pay or be respon-

sible for the payment of and shall indemnify all other
Werking Interest Owners, including Unit Operator,
against any liability for anv Lease rentals, taxes
(excepting any taxes assessed on Unit Facilities

which shall be paid by Unit Operator and charged to
the Common Account), rovalties, overridine rovalties,
0il pavments, net profit contracts and all payments
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Delivery of
Wells - Salt
Water Disposal
Wells

out of, or burdens on, the Lease or Leases and
Tracts contributed bv it and received into the
Unit Area.

PART X

DELIVERY OF WELLS AND EQUIPMENT
INVESTMENT ACCOUNT

10.01 FEach Workine Interest Owner shall, as of the Effec-
tive Date, contribute to the Working Interest Owners,
acting throush Unit Operator, the exclusive use for
all purnposes of all of its Salt Water Disnosal Wells
shown listed in Part XXI hereof which, in the onin-
ion of the Omerating Committee, are in bona fide use
as of the Effective Date and all wells, both active
and inactive, that it has in the Tmit Area, torether
with all information, or true conies thereof, that
it has cobtained in connecticon with the drilline,
testing, completing and operating of said contributed
wells, such as drilliner lors, electrical lorfs, reccrds
of corinr, testing and special work of everv nature,

laboratory analvses, records of the amount of pro-

duction obtained and a2l other information pertinent
to the said wells and Leases of the Working Interest

Owners. Esch Workins Interest Owner shall also con-

tribute to the Working Interest Owners, acting throush

Unit Operateor, without compensation, the non-exclusive

use of roads, dikes, ditches, fire walls, pits, and

fences it holds in connection with its operations

in the Unit Area.
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Warranty

10,02 Unit Operator shall, within sixtv (60) days of

the deliverv of any well, or wellsite and operating
equipment, carry out such tests as may be necessarvy
to determine its mechanical condition as of the
Effective Date and, in the event any such well or
wellsite and operating equirment is in sound
mechanical condition it shall be accepted by Unit
Operator and thereupon become a Unit Operated Well,
or Unit Facility, In the event that anv such well
or wellsite and operating equipment is not in sound
mechanical condition as determined by the Operatine
Committee, the Workinge Interest Owner who contributed
such well or wellsite and operatine squipment shall,
within thirtvy (30) davs after being requested to do
so by Unit Onerator as instructed by the Operating
Committee, install the equipment necessary to place
such well or wellsite and operating equipment in
sound mechanical condition or nay to Unit Onerator,
for the credit of the Common Account, in cash, the
cost of purchasing and/or installing svch equipment,
Within sixty (60} davs of the deliverv of any
roads, dikes, ditches, fire walls, pits, and fences
Unit Operator shall determine which of them, if anv,
require additional expenses in order to permit effic-
ient operation or to comply with government vegula-
tions or to honour surface leases. Unit Operator
shall orepare an estimate of expenditure and after
approval of the Operating Committee, thes Working
Interest Owner who contributed the properties at
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Contrcllable
Haterial

10,03

fault shall perform the work at its own cost and
expense, or if such Working Interest Owner elects
not to perform the work it shall be done by Unit
Onerator and charged to the Working Interest Owner
at fault.

As of the Effective Date all wellsite and omeratine
equipment and salt water disposal facilities in, on
and serving the Unit Area used in the normal oper-
ation of the Unit Operated Wells as required by the
Operatines Committee shall be delivered to and taken
over separate and apart from the unitization of the
working interests and production affected herein and
shall become Unit Facilities,

Wellsite and operating equipment shall include
by way of example, "Controllable Material" as herein-
after defined, but shall not include warehouses,
warehouse stocks, lease houses, camns and office
buildines, automobiles and other service equipment
which shall remain the separate nroperty of the
several owners thereof.

For the purmoses of this Part X "Controllable
Material” shall be all material from time to time
classified as such by the Operating Committee, but
shall exclude surface and production casing, casing
bowl and casing hanger and flow lines,
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Appointment of
Inventory
Committee

10.04 The Operating Committee shall appoint an Inventory

Committee for the purpose of makine an inventorv

of the Controllable Material taken over by Unit
Operator. Each Working Interest Owner, upon request
by the Inventorv Committee, shall submit to the
Inventory Committee promntlv a complete inventory in
writing of all said Workins Interest Owner's
Controllable Material so delivered to Unit Operator
and a description of the condition of each item at
the time of such delivery, In the event a Working
Interest Owner has failed to supplv such inventorv
as aforesaid, the Inventory Committee shall proceed
to inventorv such Working Interest Owner's Con-
trollable Material and shall sunply such Working
Interest Owner with a cony thereof which shall be
binding upon such Working Interest Owner unless it
protests or questions such inventory within fifteen
(15) davs of the receipt thereof. Said Inventorv
Committee shall take premptly an inventorv of all
said Controllable Material and check the same arainst
the aforesaid inventories furnished by the Working
Interest Owners. Such inventories shall then be
priced at current new price, as defined in Part XXVI,
by the Inventory Committee and submitted to the
Cperating Committee, who will determine the percent-
age of current new price which should be attributable
te such Controllable Material. Coples of these
priced inventories will then be furnished to all

Workinr Interest Owners for their approval,
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Working
Interest
Owner's Initial
Share in Unit
Facilities

Investment
Account

10,05

10,06

(a)

(b)

{c)

Upon approval of the priced inventories report bv
the Operating Committee, each Working Interest Owner
shall have, subiject to Section 10,07 hereof, an
initial share in the Unit Facilities which is equal
to the proportion {expressed as a percentage) that
the value of the Controllable Material delivered by
it to Unit Omerator is to the total value of all
Controllable Material delivered bv all of the Work-
ing Interest Owners te Unit Operator.
Unit Operator shall set up an Investment Account
for Unit Tacilities which shall be calculated at
the end of each calendar year and shall bej
The total value of all Controllable Material del-
ivered by all of the Workins Interest Owners to Unit
Operator pursuant to this Part X; plus
The total value of all Controllable HMaterial sub-
sequently acquired for the Unit, the cost of which
shall be borne bv the Workinr Interest Owners in
accordance with their respective Participating
Interests; less
The total value of all Controllable Material sub-
sequently seold, junked or otherwise disposed of,
For the purposes of calculating the Investment
Account, Centrcllable Material which has been sold,
junked or otherwise disposed of shall be given the
same value as it was ziven when it was oririnally
delivered to or acquired bv Unit Operator. At the

end of any calendar vear the Investment Account
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Working
Interest
Owner's Share
in Investment
Account

Proceeds from
Disposal of
Unit Facilities

10,07

10,08

shall be the net of naragraphs (a) plus (b) less (c)
of this Section 10,06,

Each Working Interest Owner shall have a net credit
in the Investment Account which shall be the value
of all Controllable Material delivered bv it to Unit
Operator, nlus its share of the value of all Controll-
able “aterial subsequently acquired for the Unit,
less its share of the value of Controllable Material
sold, junked or otherwise disposed of from the Unit,
The relationship, expressed as a percentage, between
each Working Interest Owner's net credit and the sum
of the net ecredits of all Workins Interest Owners
shall be its percentage share of the Investment
Account. Such nercentape shall be carried to five
decimal places and rounded to the nearest four deci-
mal places and shall be calculated at the end of
each calendar vear.

Notwithstanding the provisions of Part VIII hereof
the proceeds from disposal of Unit Facilities
whether Contrcllable Material or otherwise up to

the end of the first calendar vear shall be credited
to each Working Interest Ovmer in accordance with
its respective initial percentage share established
under Section 10,05 and, thereafter, such proceeds
shall be credited to each of them in accordance with
their respective percentage share calculated in
accordance with Section 10,07,
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PART XI

SURFACE RIGHTS

List of 11.01 As soon as reasonably possible after the Effective

Easements, etc,
Date, each Working Interest Owner shall submit to
Unit Operator a list of all easements, rights-of-
way, surface leases, rights-of-entry and other
surface rights which it holds and which are re-
quired in connection with unit operations tegether
with marticulars thereof, including rentals pavable,
if any.

Unit Operator 11,02 Unit Nperator shall, as soon as reasonably possible

to Advise Surface

Rights Required after the receipt of the aforesaid lists, advise
each Working Interest Owner in writine which, if anvy,
of its said surface rights will be reaquired for
the operations hereunder., Each Working Interest
Owner shall, upon request in writing by the Unit
Operater, assign such rights to Unit Operator,
Any such assignment shall, unless contrarv to anv
then existing law, contain a provision permitting
the assirnor of the same the use thereof for explor-
ation and production operations for strata other
than the Unitized Strata without interfering with
unit operatiens.

Surrender of 11.03 Unit Operator may also from time to time surrender

Surface Rights
said surface richts, or any of them, that are no
longer reguired for the operations hereunder,
provided that init Operator shall have cleaned un
the surface to the satisfaction of anv govermmental
body having jurisdiction with respect thevetc and;
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PROVIDED, FURTHER, that Unit Omerator shall give

the Working Interest Owner who assigned the same
sixty (60) dav's notice of surrendering such surface
rights and such Working Interest Owner may elect

to receive from Unit Operator an assignment of

such surface rights, Any surface rights not re-
quired for the operations hereunder may be held or
dispesed of bv the Working Interest Owner holdine

the same in such manner as it may deem fit,

Surface 11.04 After the Effective Date herecf all costs of surface
Charges to
Common Account rights required for the operations hereunder and all

liabilities accruing in connection therewith shall
be for the Common Account,

Fee Simple 11.05 Where a Werkine Intérest Owner holds in fee simple
surface rights used in connection with the Unit or
where a Working Interest Owner has made arranpements
with the owner of any such surface rights for the
use of them without cost to such Werking Interest
Owner, Unit Operator may use the same, provided
that such Working Interest Owner shall be entitled to
receive as rental therefor an amount commensurate

with rentals paid for other surface rirhts of a like

nature in the Unit Areca,

Unit Operator 11.06 Unit Operator shall alsoc have the right to acquire
May Acquire
Additional .such additional surface rirhts as are necessary

Surface Rights
for the ecperations hereunder, and the expense

thereof, including rentals, shall be charged to
the Common Account,
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Liability for
Loss of Title

12,01

Unit Operator may alsc, with aporoval of the
Operating Committee, enter intc an arreement with
any Working Interest Owner for the right to share
in the use of such Werking Interest Owner's surface
rigchts on a basis to be mutuallv agreed unon between
them, and the cost thereof as so arreed shall be
charred to the Common Account. Unit Operator mav
alsc, with the approval of the Operating Committee
enter into apreements with any of the Working Inter-
est Owners or other persons for the non-exclusive
use and partial maintenance of any roadwavs, access
road, or similar surface rirht and the cost or
proceeds thereof shall be charged or credited to the

Common Account.,

PART XII

INDEMNITY
In the event any Workine Interest Owner does not
have the rirht to develon and conerate anv Tract in
which such Workinc Interest Owner claims to have a
working interest insofar as such Tract comprises the
Unitized Substances, any loss resulting therefrom
shall be borne by the contributing Workins Interest
Owner and to that end, such Working Interest Owner
shall indemnifv and hold harmless Unit Operator and
all other Workines Interest Owners from anvy and all
liability, loss, cost or damare sustained by them
and resulting from the failure to have such right;
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Maintenance
of lLeases

12,02

PROVIDED, HOWEVER, that teo the extent that such
liabilitv, loss, cost or damage is based unon the
value of the Unitized Substances nroduced from such
Tract, such indemnity shall be limited to an amount
equal to the value of that portion of Unitized Sub-
stances allocated hereunder to such Tract,

Each Workine Interest Owner shall do all necessarvy
acts and thinrs and make all payments required in
order to maintain the Lease or Leases coverinr~ the
Tracts contributed herete by it in full force and
effect during the term hereof, excepting only oblig-
ations arising out of or accruines with respect to
the Unitized Strata and not required to be performed
by such Working Interest Owner; PROVIDED, HOWEVER,
in the event any Working Interest Owner shall fail
or refuse to do anv act or thing or make any nay-
ment required as aforesaid, Unit Operator, on behalf
of and for the Common Account, shall have the right
to perform such act or make anv such payment so
required as aforesaid, and thereupon anv monies
exnended by Unit Operator in connection therewith
shall be charped to the account of such Workine
Interest Owner, and Unit Operator shall have the
same rirhts and privileres with respect to enforcine
the nayment of such amounts owed by such Working
Interest Owner as are given te Unit Orerator with
respect to any other amount owed bv a Working
Interest Owner to Unit Operator hereunder.
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Liability for
Leoss of Title
to Wellsite and
Operating
Equipment

Titles
Committee

12,03

13.01

Each Workins Interest Owner shall be liable to

each other Workinr Interest Owner, including Unit
Operator for anv and all liability, loss, cost or
damage sustained bv them and resulting from anv
claim or any cause of action arisinr in consequence
of any failure or deficiencv in such Workine Inter-
est Owner's title to any wellsite and operatine
equipment, or other facility taken over by Unit
Operator, or in consequence of any action of such

Workins Interest Owner with respect thereto,

PART XIII

APPROVAL OF TITLES

There shall be a Titles Committee appointed by the
Operatinc Committee which shall examine the titles
to all Tracts in the Unit Area. Each Working Int-
erest Owner In the Unit Area shall, upon request,
submit to the Titles Committee a current historical
search of title, tosether with original or true
copies of all Leases, assignments and other con-
tracts and all other title data and information
(including title opinions) as may be requested by
the Titles Committee affecting the title tc its
Tracts within the Unit Area, The Titles Committee
shall in writing, and within a reasonable time,
reconmend to the Operatinm Committee the approval
or disanproval of title documents submitted to them
pursuant to this Section, Unon the acceptance of
the recommendaticn of the Titles Committee by the
Operating Committee,the title documents accepted
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Disputes and
Non-approved
Titles

14,01

(a)

{b)

shall be deemed to have been approved by the Operat-
ing Committee; PROVIDED, THAT, no approval of title
documents by the Operating Committee shall be con-
strued as a warranty or certification of title in and
to anv portion of the Unit Area or the Unitized Sub-
stances,

PART XIV

DISPUTES

If there is now or should hereafter be any dispute‘in—

volving the working interest in a Tract then the

Working Interest Owner concerned shall immediately

give written notice thereof to Unit Operator and upon

the receint of such written notice or in the event

that the Operating Committee does not approve the

title documents to anv Tract as in Sectien 13.01

provided, Unit Onerator shall:

sell the Unitized Substances allocated to the Tract

in resnect of which the title documents have not

been approved by the Operating Committee, or in

respect of which the dispute arises;

pay out of the proceeds of the sale

i)  the portion of the costs and expenses allocated
or apportioned to the Tract, and

ii) the amount of money properly pavable to the
Royalty Cwner of the Tract pursuant to the pro-
visions of this Section and the Lease nertainine
to the Tract (unless any such dispute involves
the ownership of the rovalty interest in the
Tract) and such payment shall be deemed conclu-

sivelv to be a nayment by the person who is
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Plan Binding
on Successors

Assignments,
etc, Subiject to
Terms of Plan

(c)

15,01

16.01

16.02

subsequently declared to be the owner of the
working interest in such Tract on a final deter-
mination of the dispute;
pay the balance of the proceeds to a trust comoany
to be held by it until settlement has been reached
by the persons interested therein or until a judge of
Her Majestv's Court of Queen's Bench for Manitoba has
made an order with respect thereto.
In the event that anv such dispute results in a
change of ownership in a working interest in a Tract
such change shall net retroactively affect any vote
tzken pursuant to the terms of Part VI hereof,.
PART XV
TILING
Unit Operater shall file this Plan with the Depart-
ment of Mines and Natural Resources for the Province
of Manitoba and with the appropriate Land Titles
Office for the Province of Manitoba in accordance
with the provisions of "The Mines Act",
PART XVI

TRANSFLR OF INTEREST

This Plan shall be binding upon everv owner of any
lands, Leases and interests in minerals covered here-
by who acquires the same repardless of the manner in
which the same shall have been acquired,

Any disposition of any interest owned by any Working
Interest Owner in any land or part thereof in the
Unit Area shall be made expressly subject to all the
terms and provisions herecf. Such disposition of any

interest whether expressly so provided or not, shall
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When Change
of Ownership
Binding

Disposition

Must Include
Related Interest
in Unit Facilities
or Unit Area

16.03

16,04

operate to impose upon the person or persons acquir-
ing such interest its or their proportionate mart of
all costs and expenses and other obligations, if any,
chargeable hereunder to the interest affected by such
disposition, and shall likewise operate to give and
fgrant to the person or persons acquiring such interest
its or their proportionate part of all Unitized Sub-
stances and other benefits which mav acerue thereto
under the provisions hereof,

No chanpe in ownership of any interest or rights
hereunder (by whatever means accomplished) of any
Working Interest Owner shall be binding on Unit Oper-
ator or the other Working Interest Owners until Unit
Operator has been furnished with notice of such

change by the person claiming the benefit thereof,

and such chanre shall become effective at seven
o'clock in the forenoon, Central Standard Time on

the first day of the month following the month in
which the person acquiring such interest delivers to
Unit Operator the original or certified copies of all
instruments, documents and other information necess-
ary in Unit Operator's opinion tc establish a com-
plete chain of title., No other kind of notice,
whether actual or constructive, shzll be binding on
Unit Operator or the other Working Interest Owners.
Notwithstanding the foregoing, no interest in the

Unit shall be disposed of unless such transaction
shall include a like disposition of a related interest
in the Unit Facilities and likewise, no disposition of

any interest in the Unit Facilities shall be effective
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Assignment
not to Relieve
from Oblirations

Unit Operator
not to Assign
Riphts

Ne Surrender
of Lease
Without Consent

What Term
"disposition™
Includes

16,05

16,06

16.07

16.08

unless such transaction shall inelude a like dispos-
ition of a related working interest in the Unit Area,
it being the intention hereunder that no working in-
terest in the Unit Area shall be owned apart from a re-
lated interest in the Unit Facilities, and vice versa,

No Workine Interest Owner shall disnese of an
interest in the Unit Area unless such disposition
shall cover its entire interest in a Tract which is
subject thereto, or covers an undivided interest in
its entire interest in each such Tract.

Any attempted disposition bv any means in viola-
tion of the provisions of this Section shall be a nul-
litv insofar as the other Working Interest Owners are
concerned,

No disposition shall operate to relieve any Working
Interest Owner of anv obligation hereunder which
accrued or was incurred prior to the effective date
of such disposition.

Unit Operator shall not assign its right to conduct
operations hereunder,

No Workin~ Interest Owner shall surrender or release
its interest in anv Lease covering any portion of the
Unitized Strata without the written consent of the
Operating Committee, and the approval of the
Conservation Board,

The term "disposition" as used in this Part shall
include, but not be limited to, the following,
transfer, assifnment, conveyance, and sale.

The term "disposition™ as used in this Part shall
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Access to
Unit Area

not apply to a disposal by way of mortgage, pledge
or hypothecation; PROVIDED, THAT, the mortgagee or
pledgee shall hold its security subject to all the
terms of this Plan and upon any realization or
foreclosure of the securitv, the purchaser,
mortgagee or pledgee, as the case may be, shall
become bound by all the terms of this Plan.

PART XVII

INDIVIDUAL RIGHTS AND PRIVILEGES

OF THE WORKING INTEREST OWNERS

17.01 Each Working Interest Owner shall be entitled, at

its own sole risk and expense, to have access to
the Unit Area at all reasonable times upon notice
to Unit Operator for the purpose of inspecting and
observing unit operations, to have access at all
reasonable times upon notice to Unit Operator to
any and all information pertaining to the Unit
Operated Wells, the records of production and the
records of all other unit operations, to be present
during the drilling, testing and completion of all
Unit Operated Wells and to make copies of well logs,
drilling progress and casing reports, and reports
of production and storage. The presence of a Work-
ing Interest Owner or its representative on the
Unit Area or on the premises and their activities
in connection therewith shall be at the sole risk
and expense of such Working Interest Owner,
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Plan Affects
Only Unitized
Strata

Abandonment
of Wells

17.02

17,03

This Plan affects only the Unitized Strata. Each
Working Interest Owner may, to the extent it may
otherwise be entitled, conduct, at its own cost,
risk and expense, operations on its Tracts for the
discovery and/or production of other than Unitized
Substances; PROVIDED, HOWEVER, that such operatiocns
shall be conducted in such a manner as to interfere
as little as possible with the operations hereunder.
Such Working Interest Owner shall take all reason-
able precautions customary in the industry and as
may be required by the Conservation Board and by
Unit Operator to protect from waste, pollution,
drainage and damagejthe Unitized Substances and the
Unitized Strata.

If Unit Operator, with the approval of the Oper-
ating Committee, should decide rdrfiarkmy to
abandon any Unit Operated Well prior to the termin-
ation hereof, Unit Operator shall give to the
Working Interest Owner of the Tract on which such
well is located written notice of such decision,
stating whether or not a drilling rig is in place
at such well, and said Working Interest Cwner
shall have the right and option for a period of
forty-eight (48) hours if a drilling rig is in
place, or a period of sixty (60) days if no
drilling rig is in place, after receipt of such
notice to notify Unit Operator of its election to
take over said well, and deepen or pnlug back said
well to other than the Unitized Strata. Within
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(a)

(b)

()

ten (10) days after said Working Interest Owner

has so notified Unit Onerator, said Working Interest
Owner shall pay to Unit Operator the value of the
well equipment as determined in accordance with the
provisions of Part XXVI hereof less the cost of
salvaging the same as estimated and fixed by the
Operating Committee, and at the same time shall
agree by letter addressed to Unit Operatcr;

to case or seal off the Unitized Strata in said
well in an efficient and workmanlike manner and in
accordance with the applicable laws, rules, regul-
ations and orders;

to produce such well, if the same is produced,

from other than the Unitized Strata while this

Plan is in force;

on the ultimate abandonment of said well, to plug
and abanden it in a workmanlike manner and in
accordance with the applicable laws, rules, reg-
ulations and orders,

It is understood, however, that such Tract
shall continue to have allocated to it a percentage
share of the Unitized Substances produced and
saved from the Unit Area in accordance with its
Tract Participation despite the cessation of the
production therefrom and the abandomment of any
Unit Operated Well or all wells thereon. In the
event that the Working Interest Owner of such
Tract does not elect to take over such well, Unit
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Workmen's
Compensation

Insurance

18,01

18,02

Operator shall nroceed nroperlvy to plug and
abandon the same in accordance with the applicable
laws, rules, repulations and orders, and shall
salvage such casinr and other equioment therefrom
as is reasonably practicable, for the Investment
Account.

Upon the abandonment of anv well hereunder,
the Working Interest Owner, or Unit Operator, as
the case may be, abandonine same shall clean un
the surface at the wellsite to the satisfaction
of any povernmental bodv having durisdiction with
respect thereto, and to the reasonable satis-
faction of the owner and/or occupier thereof,

PART XVIII

INSURANCE
Unit Operator shall complv with all laws relating
to Workmen's Comnensation in the Province of
Manitoba.
Unit Operator shall carry, for the Common Account,
such insurance as may be anproved by the Onerating
Committee and shall notify each Workiner Interest
Owner in writing currently as to the kind and
amounts of such insurance. Notwithstanding any-
thing herein contained each Working Intevest
Owner shall have the richt to be a self-insurer
as to its interest in the Unit Facilities,
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Contractor's
Insurance

Settlement
of Claims

Unit Operator's
Liability

18,03

18,04

18,05

Unit Operator shall require all contractors employed
by it to comply with 211 laws relating to Workmen's
Compensation in the Province of Manitoba and to
carry such insurance as may be from time to time
annroved bv the Operating Committee.

Unit Operator may settle any claim arising out of
unit onerations and not dischareed bv insurance as
herein provided, but no claim shall be settled bv
Unit Operator in an amount in excess of Two Thousand
($2,000,00} Dollars unless Unit Operator first
obtains the approval of the Operating Committee to
such settlement.

Unit Operator, as such, shall not be liable to the
Working Interest Owners for any loss or damase
except for loss or damage resulting from gross
negligence or wilful miscenduct of Unit Operator,

or any of its employees exercising supervisory
functions, and each Working Interest Owner nro-
portionate to its Participatins Interest herein,
hereby indemnifies and holds harmless Unit Operator,
as such, against anv claim of, or liability to,

any third person resulting from any act or omission
of Unit Operator in actine upon instructions from
the Operating Committee expressed or implied or
otherwise in carrving out the nrovisions herecf;
PROVIDED, HOWEVER, that Unit Operator shall not

be indemnified or held harmless for any loss,
damage, claim or liability resulting from the
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gross negligence or wilful misconduct‘of Unit
Operator or any of its emplovees exercising super-
visory functions, but no act cor omission of Unit
Operator shall, of itself, be deemed gross nerlicence
or wilful misconduct if such act or omission is done
or omitted at the instructions of, or with the con-

currence of, the Oneratins Committee.

PART XIX
GENERAL
No Right of 19,01 No Working Interest Owner or Royalty Owner shall
Partition
claim the benefit of any laws or statutes of the
Province of Manitoba relating to partitioning of
real or perscnal nropertv and no person shall resort
tec anv action at law or in equity to partition the
aforesaid Unit Tacilities and lands affected by
this Plan, including the Unitized Strata,
Force 19.02 All obligations hereunder shall be suspended while,
Majeure

but onlv so long as, any person is prevented from
complving therewith, in whole or in part, by strikes
lockouts or other industrial disturbances, fire,
explosion, war, civil disturbances, tempest, floods,
acts of God, or the Queen's enemies, unavoidable
accidents, uncontrollable delays in transportation,
Federal, Provincial or Municipal laws, rules,
regulations or orders, inabilitv to obtain necessary
materials in open market, inadequate facilities

for the transportation of materials or for the
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No Co-operative
Marketing

Titles
Unaffected by
Unitization

Duties
Separate not
Joint or
Collective

Individual
Obligation

19,03

19.04

19.05

19,06

disposition of Unitized Substances, or any other
cause, whether similar or dissimilar to the fore-
going, bevond the reasonable control of such person;
PROVIDED, HOWEVER, that performance shall be begun
or resumed within a reasonable time after such
cause has been removed; and PROVIDED, FURTHER,

that no person shall be required against its will
to adjust or settle any labour dispute; and also
PROVIDED, FURTHER, that lack of funds shall not be
construed as a cause bevond the reasonable control
of any person. This Plan shall not terminate while
operations hereunder are prevented by reason of any
of the aforesaid causes,

Nothing herein shall be construed as providing
directly or indirectly for any co-operative or
joint sale or marketing of Unitized Substances.
Nothing herein shall be construed as a transfer

of title to, or interest in, the Leases, Tracts

or Unitized Strata or in the Unitized Substances
before the production thereof.

The duties and obligations hereunder shall be
separate and not joint or collective, and nothing
contained herein shall ever be construed to create
a partnership of any kind, or an association, or as
imposing any partnership duties, obligations or
liabilities,

Except as otherwise expressly provided herein,

each Working Interest Owner shall be individually
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Term of Plan

Rights on
Termination
of Plan

20,01

20,02

responsible only for its own obligations as set
out herein, and shall be liable only for its Dro-
portionate share of the costs and expenses and
liabilities,

PART XX

TERM OF PLAN

This Plan shall remain in full force and effect so
long as Unitized Substances are produced or are
capable of beine precduced from the Unitized Strata
in paying quantities and as long as operations are
conducted on the Unit Area, and thereafter until
all Unit Operated Wells have been abandoned and
plupged, or otherwise disposed of, and all personal
property has been salvaged and all real estate has
been disposed of by Unit Operator. Notwithstanding
anything herein contained, this Plan shall, subiect
to the aporoval of the Conservation Board, terminate
and be at an end upon the concurring vote of a
majority of the Working Interest Owners owning at
least ninetv-five (95%) percent of the Partici-
pating Interests and such vote shall be binding unon
all the Working Interest Owners and the Royalty
Owners,

Upen the termination of this Plan, all rights in
and to the Tracts shall revert to the owners and
lessees thereof, and Unit Operator shall arrange
for the salvaging, liquidation and other distri-
bution Gf the Unit Facilities, The owner of the
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Salvapge Costs

On Termination
of Plan -
Operation Shall
Cease

20,03

20,04

working interest in any such Tract desiring to take
over and continue to operate a Unit Onerated Well
located thereon mav do so by notifying Unit Operator
in writing of its election to take over said well
and by paying Unit Operator, for the benefit of all
Working Interest Owners, the fair net salvare value
of the equipment used in the operation of such well
and by agreeing to nlug the well iIn accordance with
the applicable laws, rules, repulations and orders
at his expense at such time as it is abandoned.

With respect to all wells not taken over by
individual Working Interest Owners, Unit Operator
shall salvape as much of the casine and equipment
in or on such wells as can economicallv and reason-
ably be salvaged and shall cause such wells to be
properly plupged and abandoned in accordance with
the anplicable laws, rules, repulations and orders,
The Working Interest (Owners shall share the cost of
salvaging, liquidation, or other distribution of
assets and nproperties used in the development and
operation of the Unitized Strata in proportion to
their respective interests in the Unit Facilities.
Upon termination of this Plan the further develop-
ment and cperation of the Unit Area as a Unit shall
be abandoned, unit operations shall cease, and
thereafter the Working Intercst Owners and the
Royalty Owners shall be governed by the terms and
provisions of the Leases affecting the separate
Tracts.
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Working
Interest Owners
to Advise
Royalty Owners
of Termination

Rehearing,
Amendments, etc,

20,05

20,06

(a)

(b)

(e)

The Working Interest Owners shall advise their
respective Rovalty Owners of the termination of
this Plan within thirty (30) days of such term-
inaticn,

No application for a rehearing of the matters
herein nrovided for, or for anv amendments to

this Plan in anv respect, shall be heard by the
Conservation Board within three (3) years of the
Effective Date unless:

a majority of the Working Interest Owners, owning
at least seventy-five (75%) percent of the Part-
icipating Interests have agreed in writing to such
application for a rehearing of the matters herein
provided for, or for amendments to this Plan, or
the Conservation Board, on its own motion, decides
to hold a rehearing, or

the Conservation Board, after full consideration
of the application of any Working Interest Owner,

decides that such application should be heard,
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PART XX1

WELLS DELIVERED TO UNIT OPERATOR PURSUANT TO

Paradise Virden 5-31-10-25

Continental Virden 12-31-10-25

Continental Virden 13-31-10-25

K & N virden 7-36-10-26

K & N Virden SWD 8-36-10-26

Calstan

Calstan

Shannon

Shannon

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden

Virden

Prov,. 9-36-10-26
Prov, 10-36-10-26
11-36-10~26
12-36-10-26
14-36-~-10-26

Prov. 15-36-10-26
Prov, 16-36-10-26
4-5-11-25
5-5-11-25

Prov, 11--5-11-25
Prov, 12-5-11-25
Prov, 13-5-11-25
Prov. 14-5=11~25
Prov, 1-6-11-25
Prov. 2-6-11-25
3-6-11-25
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Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Calstan

Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden
Virden

Virden

PART X

5-6-11-25

6-6-11-25

Prov.

Prov,

Prov.

Prov.

Prov.

Prov.

Prov,

Prov.

7-6-11-25

8-6-11-25

9-6-11-25

10-6-11-25

11-6-11-25

14-6-11-25

15-6-11-25

16-6-11-25

Paradise Virden 1-7-11-25

Paradise Virden 2-7-11-25

Paradise Virden 3-7-11-25

Paradise Virden u4-7-11-25

Calstan Virden 3-8-11-25

Calstan Virden 4-8-11-25



PART XXII1

THE LANDS IN THE PROVINCE OF MANITOBA WHICH COMPRISE
THE VIRDEN-ROSELEA UNIT NO, 2 ARE AS FOLLOWS:

TRACT NUMBER  LEGAL DESCRIPTION TRACT NUMBER  LEGAL DESCRIPTION
TOWNSHIP 10 RANGE 25 WPM TOWNSHIP 11 RANGE 25 WPM
5-31 LSD. 5, SECTION 31 1-6 LSP. 1, SECTION 6
12-31 1SD, 12, SECTION 31 2-6 LSD. 2, SECTION 6
13-31 LSD. 13, SECTION 31 3-6 LSD, 3, SECTION &
TOWNSHIP 10 RANGE 26 WPM 5-6 LSD, 5, SECTION 6
7-36 LSD. 7, SECTION 36 6-6 LSD, 6, SECTION 6
8-36 LSD, 8, SECTION 36 7-6 LSD. 7, SECTION &
9-36 LSD. 9, SECTION 36 8-6 LSD. 8, SECTION 6
10-36 LSD. 10, SECTION 36 9-6 LSD. 9, SECTION 6
11-36 1SD. 11, SECTION 36 10-6 LSD. 10, SECTION 6
12-36 18D, 12, SECTION 36 11-6 LSD. 11, SECTION &
14-36 LSD, 14, SECTION 36 14-6 LSD. 14, SECTION 6
15-36 LSD. 15, SECTION 36 15-6 LSD. 15, SECTION 6
16-36 LSD. 16, SECTION 36 16-6 LSD. 16, SECTION &
TOWNSHIP 11 RANGE 25 WPM 1-7 LSD. 1, SECTION 7
4-5 LSD. 4, SECTION 5 2-7 LSD. 2, SECTION 7
5-5 1SD. 5, SECTION 5 3-7 LSD, 3, SECTION 7
11-5 LSD, 11, SECTION 5 Y7 LSD. 4, SECTION 7
12-5 LSD. 12, SECTION 5 3-8 LSD. 3, SECTION 8
13-5 LSD, 13, SECTION 5 4-8 LSD. 4, SECTION 8
14-5 LSD, 14, SECTION 5
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PART XXiiI

MAP OF UNIT AREA
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TRACT NUIBER

PART XIV

TRACT PARTICIPATION

TRACT NUMBER

TRACT PARTICIPATION

L ~5
5=5
11 -5
12 - 5
13 ~ 5
-5
1 -6
2 -6
3-6
5 -6
6 -0
7-6
8 -6
9 -6
10 -6
11 -~ 6
iy -6
15 - &
16 - 6

1.04383
1.76428
1,35852

+67100
3038232
3.78228
56832
5,10142
1.200605
1.79493
1.83717
5.37332
5.07LL5
1.2L117
11,00052
2.8L38Y

91632
1.392L6
1495104
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3 -
I -
9

10 -

1 -

15 -

16 -

12 -~

13 -

11

1

12 -

8
§
36
36
36
36
36
31
31
36
36
31
7
7
7
7
36
36

«37LLS
1450970
7.39762
3451169

. 31586
7427279
5o 76456
1.18938
1.21095
3.LL338

,01268

30166
2,29L67
5.03918
2,80089
1,52201
1.59135
L0249



Provision for

Schedule of Working
Interest Owners and
Participating Interests

PART XXV

PARTICIPATING INTERESTS

25,01

The Unit Operator shall as soon after
approval of title bv the Onerating Committee
under Part XIII is deemed to have been made,
prepare and submit to the Working Interest
Owners, Schedules setting out the Working
Interest Owners of the Tracts and the Part-
icipating Interests in the Unit, Upon the
approval of the Operating Committee the Unit
Onerator shall cause such Schedules to be
published in one issue of The Manitoba
Gazette,

The Unit Operator shall from time to
time at the discretion of the Operating
Committee prepare and submit to the Working
Interest Owners, revised Schedules setting
out any change of ownership in the Tracts
or Participating Interests in the Unit, and
shall cause such Schedules to be published

in one issue of The Manitoba Gazette,
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Definitions

"Joint Property"

"Major Material"

"Material®

UCondition

"Condition

!Alll

!B!Il

26,01

(a)

(b)

()

PART XXVI

ACCOUNTINC PROCEDURE

In this Part:

"Joint Pronerty" shall mean the respective Tracts
and inteprestiof the Working Interest Owners and
where the context so requires shall include all
wells, wellsite and operating equipment and salt
water disposal facilities taken over bv Unit
Operator pursuant to Part X hereto, and all material
purchased or furnished by the Unit Operator for use
in the development, maintenance and operation of the
Unit,

"Yajor Material means:

Tubing - 1,000 feet and over in 'A' or 'B' condition

Sucker Rods - plain or scrapered - 1,500 feet and
over in 'A' or 'B' condition

Pumping Unit

Pumping Motor

Automatic Controls

Separators

Heaters

Treaters

Tank complete with thief hatches

and anv other material the Current New Price of
which exceeds One Thousand ($1,000,00) Dollars,

ghall mean equipment and supplies.
With respect to classification of material:

(i) New material (Condition 'A') being new
material purchased for the Joint Property
but never used thereon, at One Hundred
(100%) mpercent of Current New Price.

(ii) Good used material (Condition 'B') being
sood secondhand material which is further
usable without reconditioning:

(a) at Seventv-five (75%) percent of

Current New Price if material was
charged to Common Account as newj or
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"Condition 'C'"

"Condition 'D'V

"Condition 'E'*

"Temporarily
Used Equipment”

"Current New
Price™

Fixed Asset
Records

(d)

26_02

(b} at Seventy-~five (75%) percent of
Current New Price less depreciation
consistent with its usase on and ser-
vice to the Joint Propertv, if material
was orieinally charged to the Common
Account at Seventy-five (75%) percent
of Current New Price,

(iii) Other used material (Condition 'C'), being
material which:

(2) after reconditioning will be further
serviceable for original function as
good secondhand material (Condition
'B'}, or

(b) 1is serviceable for original function
but substantially not suitable for
reconditioning,

shall be at FTifty (50%) percent of Current
New Price,

(iv) Used material (Condition 'D'), being material
which cannot be classified as Condition 'B!
or Condition 'C' shall be priced at a2 value
commensurate with its use.

(v) Junk (Condition 'E'), being obsolete and un-
serviceable material, at prevailing junk
prices in the district.

(vi) When the use of material is onlv temporary,
and the time of actual use does not justi-
fy the reducticn in price as provided above,
such material shall be priced on a basis
that will leave a net charge to the Common
Account consistent with the value of the
services rendered and adequate for the time
the material was in use,

"Current New Price'" shall mean where nossible the
current cost of material as set forth in the most
recent issue of the "Controllable Equipment Price
Catalogue"” published by Petroleum Accountants

Society of Western Canada. v

Fixed Asset records shall be maintained for all
Controllable Matarial as defined in Section
10.03.
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Statements
and Billings

Payments by
Working Interest
Owners

Adjustments

Audits

26,03

26,04

26,05

26,06

Unit Operator shall bill each of the other Working
Interest Owners on or before the last dav of each
month for their proportionate share of charges and
credits in respect of unit operations during the
preceding month, Such bills shall be accomnanied
by the following statements:

(a) Detailed statement of Controllable Material.

(b) Statement of all ordinary charges and credits
to the Common Account summarized by appropriate
classification indicative of the nature thereof,

(c) Detailed statement of all other charges and
credits,

See Sections 8,03, 8,05 and 8,06,

Payments of anv such bills shall not prejudice the
right of any Working Interest Owner to nrotest or
question the correctness thereof, Subject to the
exception noted in 26,06 below, all bills rendered
to the Working Interest Owners by Unit Operator
during anv calendar vear shall conclusively be pre-
sumed to be true and correct after Twenty-four (2u4)
months following the end of any such calendar vear,
unless within the said Twenty~four (24) month period
any Working Interest Owner takes written exception
thereto and makes a written claim on Unit Operator
for adjustment. Failure on the part of the Working
Interest Owner to make such a claim on Unit Opera-
tor within such period shall establish the correct-
ness thereof and nreclude the filing of exceptions
thereto or making of claims for adjustment thereon,

Any audit committee appointed bv the Operating
Committee, upon netice in writing to the Unit Oper-
ator, shall have the right to audit Unit Operator's
accounts and records relating to the accounting
hereunder for any calendar year within the Eighteen
(18) month'period fcllowing the end of such calendar
vear, The Working Interest Owners shall have Six
(6) months next following the examination of the
Unit Operator's records within which to take writ-
ten exception to and make any and all claims on

the Unit Operator. Such audit committee shall

make every reasonable effort to conduct
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Charges to
Common Acccunt

26,07

such auditing in a manner which will result in a mini-
mum of inconvenience to the Unit Operator. The cost
of such an audit shall be charged to the Common
Account. In addition to the foregoing right, anv
Working Interest Owner shall have the richt to make

an individual audit at its own cost and expense.

Subject to the limitations hereinafter prescribed,
Unit Operator shall charge the Common Account with
the following costs of development and operation of
the Joint Propertv:

(a) Salaries, wages and related exnenses of Unit
Operator's nersonnel directly empleyed on the
Joint Property in the development, maintenance
and operaticn thereof, including salaries and
wages paid to landmen acquiring rights-of-wav,
settling damage claims, etc., and to technical
emplovees, such as geolorists, enrineers and
other emplovees who are temporarilv assigned
to and located at and directlv encacred on the
Joint Property,

(b) Unit Operator's cost of vacation and expendi-
tures or contributions imnosed or assessed by
anv povernmental body having jurisdiction with
respact to such salaries and wages referred to
in parasraph (a) of Section 26,07,

(¢) Unit Nperator's current cost of established
plans for emnlovees' group life insurance,
sickness and disabilitv benefits, hospitaliza-
tion, pension, retirement, stock purchases,
thrift, bonus and other benefit plans of like
nature, apnlicable to such salaries and wages
provided for in parapraph (a) of Section 26,07,
Provided that such charges shall not exceed
twelve (12%) percent of the total of the salar-
ies and wages charged under nparagraph (a) of
Section 26,07, It is agreed, however, that if
this limitation of twelve (12%) percent shall
be found to be insufficient, the same mav be
increased from time to time when authorized bv
a vote of the Operating Committee.

(@) Material purchased or furnished bv Unit Operator
for use in connection with the operation of the
Joint Propertv, So far as it is reascnably
practical and consistent with efficient and
economical operation, onlv such material shall
be purchased for or transferred tc the Joint
Propertvy as is required for immediate use, and
the accumulation of surplus stocks shall be
avoided whenever nossible,
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(e)

(£)

(h)

(i) Movins material to the Joint Pronertv from
vendor's or from Unit Onerator's warehouse in
the district or from the other properties of
the Unit Operator, but in either of the last
two events no charge shall be made to the
Common Account for a distance greater than the
distance from the nearest reliable supply store
or railway receiving point where such material
is available except by specific approval of the
Operatines Committee,

(ii) Moving surmlus material from the Joint Property
to outside vendees, if sold f.o.b. destination,
or minor returns to Unit Operator's warehouse
or other storase point, No charge shall be made
to the Common Account for moving surplus mat-
erial to Unit Operator's warehouse or other
storare noint for a distance greater than the
distance to the nearest reliable supnlv store
or railwav receiving point, except by snecific
approval of the Operating Committee, and no
charce shall be made to the Common Account for
movine material to other properties belonging
te Unit Onerator, except bv snmecific approval
of the Operatins Committee,

(iii) Movine expenses of emplovees incurred by the
initial staffing, additions and replacements
beyond the contrcl of the Unit Onerator.

(i) Contract services and utilities procured from
oputside sources, Services of outside profes-
sional consultants shall not be charged un-
less anproved by Operating Committee.

{ii) Use of and service bv Unit Operator's exclusive-
lv owned equipment and facilities as provided
in Section 26,11,

Costs of exnenses necessary to replace or repair
Joint Propertv damared or lost through fire, flood,
storm or anv other cause not controllable bv Unit
Operatot through the exercise of reasonable dili-
gence, Unit Omerator shell furnish the Working
Interest Cwners with written notice of damare or
losses incurred as soon as practical but not later
than Fifteen (15) days after report of same has
been received by Unit Operator,

All costs and expenses of litiration or lecgal
services necessary or expedient for the protection
of the Joint Property, including leral fees and
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(i)

(1

(k)

expenses as hereinafter orovided, torether with all
judpments obtained asainst or chargeable to the Com-
mon Account or the Joint Property; actual exnenses
incurred bv anv Working Interest Owners in securing
evidence for the purposes of defending any action or
claim prosecuted or urped apainst the Common Account
or the Joint Property.

(i) 1If the Operating Committee acrees, actions or
claims affecting the Common Account or the Joint
Property hereunder may be handled bv the legal
staff of one or more of the Working Interest
Owners. A charge commensurate with the services
rendered and approved by the Operating Committee
mav be made arainst the Cemmon Account,

(ii) Fees and expenses of outside Counsel shall not
be charred to the Common Account except where
the emplovment of such outside Counsel is auth-
orized by the Operatine Committee.

All taxes of everv kind and nature {(other than inccme
taxes) assessed unon or in connection with the Joint
Property, the operation thereof cor the preducts de-
rived therefrom, and which taxes have been paid by
the Unit Operator for the benefit of the Workine
Interest Owners,

Premiums paid for insurance required to be carried
under Section 18.02 topether with all exnenditures
incurred and paid in settlement of any and all losses,
claims, damages, judpments, and other expenses in-
cludinr leval services, not recovered from the Insurer.

Area, Division and Administrative Overhead:

The rates set forth below shall be charged to the
Common Account in lieu of a proportionate share of
the costs incurred by the Unit Operator. These costs
include, but are not limited to the following:

(i) Salaries and expenses of the Unit Operator's
area superintendent and other reneral
area or field emplovees, manarine officers
and emnlcovees of the division and/or principal
office other than these whe are directly enpaged
on the Joint Property and whose salaries are
chareeable to the Common Account under the pro-
visions of navracrarh {a) of Section 26.07.
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(1)

(m)

(ii)

(iii)

Cost of maintaining and operating an area
office and all necessary camps, including
housing facilities for emnlovees if necessary.
The expense of, less any revenue from, these
facilities shall include depreciation or a fair
monthly rental in lieu of depreciation on
investment.

Any other costs of operating the division and/
or nrincipal office of the Unit Operator.

The rates, which are subject to review annuallv,
as set forth in paragraph (i) of Section 6,03
are as fecllows:

(a) $2,550,00 per month for all producing
operations.

(b) Forty-five ($45,00) dellars per dav for
each drilline well, wells beins plueged
back, drilled deeper, reworked, or conver-
ted to source or input wellsy charges to
commence on the date the well is spudded
and terminate when the drilling rir or
service pir as the case may be is released,

_except that no charre should be made durine
the suspension of drilling operations for
Fifteen (15) or morc consecutive davs.

(c) The charre in respect to construction of
Unit Facilities, including, but not limited
to, water injection plant, batterv consoli-
dation, injection pipeline systems and water
supnly systems shall be calculated on direct
expenditures on the following basis:

5% of expenditures up to $50,000,00, nlus

% of exrmenditures over $50,000,00 and un
to 5100,000,00, nlus

1% of all expenditures over $100,000.00,

A charge to cover the cost of handling material into
and in Unit Operator's warehouse shall be assessed

on new and used materials furnished from the ware-
house on the basis of Two and one-half (2 1/2%) per-
cent of the cost of tubular gcods and Major Material
and Five (5%) percent of the cost of all other mater-
ial which shall in each case be deemed to be the
actual cost thereof to Unit Operator.

Rentals, payments in lieu of actual nroduction and
royalties, when paid by Unit Operator for the Common
Account.

- B8 -



Basis of
Charges to
Common Account

(n)

26,08

Any other expenditures incurred by Unit Operator
excent that no charge shall be made for any
interest or financing charses incurred bv Unit
Operator except where incurred with the anproval
of the Operatins Committee.

(i) Outside Purchases

Material purchases shall be charred to the Common
Aceount at their invoice cost to Init Orperator after
deduction of all discounts actually received.

(ii) Material Furnished by Unit Operator

Material shall be purchased for direct charege to the
Common Account whenever practicable. Material from
Unit Operator's stocks shall be nriced as follows:

(a) New Material - Condition 'A!

(1) New material transferred from Unit
Operator's warehouse or other properties
shall be priced at One Hundred (100%)
percent of Current New Price.

(b) Used Materials - Condition 'B’ and 'C!

(1) Material which is in sound and ser-
viceable condition and is suitable for
re-use without reconditioning shall be
classed as Condition 'B' and nriced at
Seventy-five (75%) percent of Current
Mew Price,

(2) Material which cannot be classified
as Condition 'B' but which

(i) after reconditioning will be
Further serviceable for orieinal
Function as rood secendhand material
(Condition 'B'), or

(ii) is serviceable for original
function but substantially not suit-
able for reconditionine,

shall be classed as Condition 'C' and
priced at Fiftv (50%) percent of Current
New Price.

(3) ™aterial which cannot be classified as
Condition 'B! or Condition 'C!' shall be
priced at a value commensurate with its use.
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Premium Price

Warranty
of YMaterial

Unit Operator's
Exclusively Owned
Facilities

26,09

26,10

26,11

(4) Any eguipment involving erection costs
will be charged on a basis not to exceed
Seventv-Five (75%) percent of Current New
Pprice for similar materials in a dismantled
state.

Whenever materials are not readily obtainable at the
customary supply point and at Current New Prices be-
cause of national emergencies, strikes or other un-
usual causes over which Unit Operator has no control,
Unit Operator may charge the Common Account for the
required materials on the basis of Unit Operator's
direct cost and expense incurred in procuring such
materials, in making it suitable for use, and in mov-
ing it to the Joint Property; PROVIDED, HOWEVER, that
each Working Interest Owner is notified in writing
prior to the acauisition of such material, whereupon
each Workine Interest Owner shall have the right by
so electing and netifving Unit Operator within Forty-
eight (48) hours after receiving notlce from the Unit
Onerator, to furnish in kind or in tonnage as may be
agreed, at the location, nearest rallway point, or
Unit Operator's storage noint, within a comparable
distance, all or part of his share of material suit-
able for use and acceptable to Unit Operator. Trans-
portation costs on any such material furnished by a
Working Interest Owner at anv point other than at the
location, shall be borne by such Working Interest
Owner. If, pursuant to the provisions of this para-
eraph, a Workins Interest Owner furnishes material in
kind, Unit Onerator shall make anpropriate credits
therefer to the account of such Workine Interest Owner

Unit Operator does not warrant the material furnished
bevond or back of the dealer's or manufacturer's
guarantee; and in case of defective material, credit
shall not be passed until adjustment has been received
bv Unit Operator from the manufacturer or their agents

The Unit Operator shall charge the Common Account for
services rendered bv facilities and equipment owned
exclusively by Unit Operator, The rates charged shall
be commensurate with the cost of ownershin and oper-
ation and shall not be in excess of current prevail-
ing rates of likc services and equipment available in
the area.

Whenever reauested, Unit Operator shall inform the
Working Interest Owners in advance of rates it pro-
poses to charee. Rates shall be revised from time
to time when found to be either excessive or in-
sufficient.
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Disposal of
Lease Equipment

Inventories

26,12

(a)

(b)

(c)

26,13

(a)

(b)

(c)

The term "minor equipment" shall mean any material or
items of Unit Facilities not described as Major Mater-
ial, Unit Operator may dispose of anv item of minor
equipment, which it deems to be unnecessary for the
Unit Operation hereunder, to such person and for such
price as it sees fit without reference to the Oper-
ating Committee.

Unit Operator may dispose of any item of Major Mater-
ial which it deems to be surplus to the unit opera-
tions at current market demand prices prevailing in
the area without obtaining prior approval of the
Working Interest Owners. The Unit Overator will
supply to each Working Interest Owner everv Six (6)
months details of Major Material deemed to be surplus
or anticipated to become surplus during the ensuing
Six (6) months. Further, any authoritv granted to
the Unit Operator to dispose of a Non-Operator's
share of material shall be revocable at the will of
the Non-Omerator,

Proceeds from the sale of Surplus Material shall be
credited to the Common Account,

Regular inventories of Controllable Material shall
be taken by an Inventorv Committee appointed by the
Operating Committee and at intervals specified by

the Operating Committee; PROVIDED, HOWEVER, that con-
struction projects as outlined in the budget shall
be inventaried bv the Inventory Committee within

one year of completion and copies of any such in-
ventory shall be furnished to all VWorking Interest
Owners.

Reconciliation of inventory with the Investment
Account shall be made by the Inventory Committee, and
a list of overases and shortages shall be submitted
to the Working Interest Owners for their approval
within Sixty (60} days from the taking of such in-
ventory.

Inventory adjustments shall be made by Unit Operator
with the Investment Account for overages and short-
apes but Unit Operator shall onlv be held accountable
to the Working Interest Owners hereto for shortages
resulting from lack of reasonable diligence.
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(d)

(e)

The expense of the Inventory Committee shall be
charged to the Common Account.

Any Working Interest Owner shall have the right at
any time to request in writing the taking of a
special inventory. The taking of such special in-
ventory shall be commenced within Fifteen (15) days
after the receipt of notice thereof. The expense
of Unit Operator's representative in conducting any
special inventory so requested shall be charged to
the separate account of the requesting Working
Interest Owner.
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PART XXVIT
ELECTRICAL LOG

Calstan Virden SWD. 2-26-10-26
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