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UNIT OPERATING AGREEMENT 

MYERS LANGLIE-MATTIX UNIT 

LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as of the f i r s t day of January, 

19 7 3, by and between the parties who have signed the o r i g i n a l of this 

instrument, a counterpart thereof, or other instrument agreeing to be 

bound by the provisions hereof; 

W I T N E S S E T H : 

WHEREAS, the parties hereto aa Working Interest Owners have 

executed, es of the date hereof, an agreement e n t i t l e d "Unit Agreement, 

Myers Langlie-Mattix Unit, Lea County, New Mexico", herein referred to as 

"Unit Agreement", which, among other things, provides for a separate 

agreement to be entered into by Working Interest Owners tc provide for 

the development and operation of the Unit Area; 

NOW, THEREFORE, l n consideration of the cutuai agreements here

in set f o r t h , i t is agreed as follows: 

ARTICLE 1 

CONFIRMATION OP UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement is 

hereby confirmed and by reference made a part of this agreement. The 

def i n i t i o n s i n the Unit Agreement are adopted for a l l purposes of 

this agreement. I f there Is any c o n f l i c t between the Unit Agreement 

and t h i s agreeaent, the Unit Agreement shall govern. 

ARTICLE 2 

EXHIBITS 

2.1 Exhibits. The following exhibits are incorporated 

herein and made a part hereof. 

2.1.1 Exhibits A. B & C of the Unit Agreeaent are 

Incorporated herein by reference. 

2.1.2 Exhibit 0 attached hereto. Is a schedule showing 

the Unit Participations of each Working Interest Owner for Phase I 

and Phase I I of Unit Operations. Exhibit D or a revision thereof, 

shall not be conclusive as to the Information therein except i t 



i a l l be used as showing the Unit Partlcipat s of the Working Interest 

Owners for purposes of this agreement u n t i l shown to be in error or revised 

as herein authorized. 

2.1.3 Exhibit E, attached hereto, is the Accounting Procedure 

applicable to the development and operation of the Unit Area, i n the event 

of c o n f l i c t between this agreeaent and Exhibit E, this hgreemer.t shall prevail. 

2.I.A Exhibit F, attached hereto are the assessments which may 

be made against the working interest owners of certain r.on-usable wells l i s t e d 

thereon as provided ln A r t i c l e 10. I n the evert the tracts for any of ihe wells 

l i s t e d ln Exhibit "F" f a i l to qualify for inclusion in the Unit on the ef

fective date hereof, Exhibit "F" shall be revised to delete each such well 

and I t s assessment. 

2.2 Revision of Exhibits. Whenever Exhibits A, B or C are revised, 

Exhibit D shall be revised accordingly and be effective ES c i the same date. 

Unit Operator shall also revise Exhibit D from, time to time as required to 

conform to changes in ownership of which Unit Operator has been n o t i f i e d as 

provided i n the Unit Agreement. 

ARTICLE 3 

SUPERVISION OF OPERATION'S 
BY WORKING INTEREST OWN IRS 

3.1 Over-all Supervision. Working Interest Owners shall exercise 

c v c r - a l l supervision and control cf a l l matters pertaining to i:nit operations 

pursuant to this agreement and the Unit Agreement. In the exercise of such 

authority, each Working Interest Owner shall aci solely in i t s c-n behalf in 

the capacity of an individual owner and not on behalf of the owners as an 

e n t l r e t y . 

3.2 Specific Authorities and Duties. The matters with respect to 

which the Working Interest Owners shall decide £ nd take action shall Include, 

but not be limited to, the following: 

3.2.1 Method of Operation. The method of operation, including 

any type of pressure maintenance, secondary recovery, or other recovery pro

gram to be employed. 

3.2.2 Drilling of WeUs. The drilling of any well within the 

Unit Ares whether for production of Unitized Substances, for use ss an in

jection well, or for other purposes. 

3.2.3 Well Recompletions and Change of Status. Tlie recompletion, 

abandonment, or change of status of any w e l l , or the use of any well for i n -
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3.2.4 Expend 1tures. The nnking of any single expenditure 

i n excess of Fifteen Thousand Dollars (S15 ,000.03); provided that, approval 

by Working Interest Owners of the d r i l l i n g , reworking, deepening, or 

plugging back of any v e i l shall include approval of a l l necessary ex

penditures required therefor, and for completing, testing, and equipping 

the same, Including necessary flow lines, separators, and lease tankage. 

3.2.5 Disposition of Unit Equipment. The sel l i n g or other

wise disposing of any major Item of surplus Unit equipment, i f the cur

rent l i s t price of new equipment similar thereto is Three Thousand and 

Five Hundred Dollars ($3,500.00) or more. 

3.2.6 Appearance Sefore a Court or Regulatory Agency. The 

designating of a representative to appear before any court or regulatory 

agency ln matters pertaining to Unit Operations; provided that, such 

designation shall not prevent any Working Interest Owner at i t s cwn ex

pense frcm appearing in person or frcm designating another representative 

in I t s own behalf. 

3.2.7 Aud 11 s• The auditing cf the accounts cf Unit Operator 

pertaining to unit operations hereunder; provided that, tne audits sh a l l : 

(a) not be conducted more than once each, year 

except upon the resignation or removal of 

Unit Operator. 

(b) be made at the expense cf a l l Working In

terest Owners other than, the Working In

terest Owner designated as Unit Operator; 

and 

(c) be made upon not les6 than t h i r t y (30) 

days' wr i t t e n notice to Unit Operator. 

3.2.8 Inventories. The taking of periodic inventories 

under the terms of Exhibit E. 

3.2.9 Technical Services. The authorizing of charges Co 

the Joint account for services by consultants or Unit Operator's tech

nical personnel not covered by the overhead charges provided by Exhibit 

E. 

3.2.10 Assignments to Committees. The appointment of com

mittees to study any problems ln connection with Unit Operations. 

3.2.11 Removal of Unit Operator and the Selection of a 

Successor. 
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3.2.12 Enlargement of the Unit *.ea. 

3.2.13 Adjustment and Readjustment of Investments. 

3.2.14 Termination of the Unit Agreement. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working Interest 

0"-T.er shall ln w r i t i n g Inform Unit Operator of the names and addresses 

of the representative and alternate who are authorized to represent 

and bind such Working Interest Owner with respect to Unit Operations. 

The representative or alternate may be changed from time to time by 

wri t t e n notice to Unit Operator. 

4.2 Meetings. A l l meetings of the Working Interest Owners 

shall be called by Unit Operator upon i t s own motion or at the request 

of one or more Working Interest Owners having a t o t a l Unit Participation 

of not less than ten percent (10Z). No meeting shall be called on less 

than fourteen (14) days' advance wr i t t e n notice, with agenda for the 

meeting attached. Working Interest Owners who attend the meeting shall 

not be prevented frcm amending items included in the agenda cr frcm 

deciding the amended Item or other items presented at the meeting. The 

representative of Unit Operator shall be chairman of each meeting. 

4.3 Voting Procedure. Working Interest Owners shall decide 

a l l matters coming before them as follows: 

4.3.1 Voting Interest. Each Working Interest Owner shail 

have a voting Interest equal to i t s Unit Farticipaticn in effect Rt the 

tine such vote Is taken. 

4.3.2 Vote Renulred. Except as may otherwise be provided 

herein or ln the Unit Agreement, Working Interest Owners shall act upon 

and determine a l l matters coming before them by the affirmative vote of 

three (3) or more Working Interest Owners having a combined Voting 

Interest ol at least sixty-five percent (65'/.), provided that, should 

any one Working Interest Owner own more than thirty-five percent (357.) 

Voting Interest, i t s negative vote or failure to vote shall not defeat 

a motion and such motion shall pass I f such motion Is approved by a 

majority of the Voting Interest, and such affirmative vote shall be 

controlling on a l l partlea. 
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4.3.3 Vote at Meeting by Non-attending Working Interest 

Owners. Any Working Interest Owner not represented at a meeting ray vote 

on any Item included ln the agenda of the meeting by l e t t e r or telegram 

addressed to the chairman of the meeting provided such vote Is received 

p r i o r to the submission of such item to vote. Such vote shall not be 

counted with respect to any Item on the agenda which is amended at the 

meeting. 

4.3.4 Poll Votes. Working Interest Owners may vote on and 

decide, by l e t t e r or telegram, any matter submitted ln wr i t i n g to Work

ing Interest Owners, i f no meeting is requested, as provided ln Section 

4.2, within ten (10) days after the proposal is sent to Working Interest 

Owners. Unit Operator w i l l give prompt notice of the results of the voting 

to a l l Working Interest Owners. 

ARTICLE 5 

INDIVIDUAL RIGHTS 
OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working Interest Owners severally 

reserve to themselves a l l their r i g h t s , except as otherwise provided 

in this agreement and the Unit Agreement. 

5.2 Specific Rights. Each Working Interest Owner shall have, 

among others, the following specific r i g h t s : 

5.2.1 Access to Unit Area. Access to the U.'.it Area at 

a l l reasonable times to inspect Unit operations, a l l wells, and che 

records and data pertaining thereto. 

5.2.2 Reports• The ri g h t to receive from Unit Operator, 

upon wr i t t e n request, copies of a l l reports to any governmental agency, 

reports of crude o i l runs and stocks, Inventory reports, and a l l other 

information pertaining to Unit operations. The cost of gathering and 

furnishing Information net o r d i n a r i l y furnished by Unit Operator to a l l 

Working Interest Owners shal l be charged to the Working Interest Cvner 

who requests the Information. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. SKELLY OIL COMPANY Is hereby designated 

as Unit Operator. 
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6.2 Resignation or Removal. Unit L .ator may resign or be 

removed at any time under procedures prescribed In Section 7 of the 

Unit Agreement. 

6.3 Selection of Successor. Upon the resignation or removal 

of a Unit Operator, a successor Unit Operator shall be selected by Work

ing Interest Ovners In the manner prescribed i n Section 8 of the Unit 

Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate Unit. Subject to the provisions 

of this agreement and to Instructions from Working Interest Ovners, 

Unit Operator shall have the exclusive right and be obligated to conduct 

Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit 

Operations ln s good ar.d workmanlike manner as would a prudent operator 

under the same or similar circumstances. Unit Operator shall freely 

consult with Working interest Owners and keep them Informed cf a l l matters 

which Unit Operator, ln the exercise of i t s best judgment, considers 

important. Unit Operator shall not be liabl e to Working Interest Owners 

for damages, unless such damages result frcm I t s gross negligence or w i l l 

f u l misconduct. 

7.3 Liens and Encumbrances. Unit Operator shall endeavor to 

keep the lands and leases in the Unit Area free from a l l liens and en

cumbrances occasioned by Unit Operations, except the l i e n as outlined 

i n Section 11.5. 

7.4 Employees. The number of employees used by Unit Operator in 

conducting unit operations, t h e i r selection, hours of labor, and com

pensation sh a l l be determined by Unit Operator. Such employees shall be 

the employees of Unit Operator. 

7.5 Records. Unit Operator shall keep correct books, accounts, 

and records of Unit Operations hereunder and shall permit sny party 

hereto to examine a l l records of same at any reasonable time, 

7.6 Reporta to Working Interest Owners. Unit Operator sha l l 

furnish to Working Intereat Owners periodic reports of Unit Operations 

as prescribed by the Working Interest Owners. 

7.7 Reports to Governmental Authorities. Unic Operator sha l l 

make a l l reports to governmental authorities that l t has the duty to 

-6-



make as Unit Operator. mcr, 5 4 4 3 ^ 

7.8 Engineering and Geological Information. Unit Operator 

shall furnish to a Working Interest Owner, upon w r i t t e n request, a copy 

of the log and other engineering and geological data pertaining to wells 

d r i l l e d for Unit Operations. 

7.9 Expenditures• Unit Operator is authorized to make single 

expenditures not ln excess of Fifteen Thousand Dollars (515,000.00) 

without prior approval of Working Interest Owners. I f an emergency occurs, 

Unit Operator may Immediately make or incur such expenditures as in i t s 

opinion are required to deal with the emergency. Unit Operator shall 

report to Working Interest Owners, as promptly as possible, the nature 

of the emergency and the action taken. 

7.10 Wells D r i l l e d bv Unit Operator. A l l wells d r i l l e d by Unit 

Operator shall be at the usual rates prevailing In the area. Unit Operator 

nay employ i t s own tools and equipment under terms and conditions approved 

by Working Interest Ovners. 

ARTICLE 8 

TAXES 

£.1 Ad Valorem Taxes. Unit Operator shall, beginning with the 

f i r s t calendar year after the effective date hereof, make and f i l e for 

ad valorem tax purposes a l l necessary renditions and returns with the 

proper taxing authorities or governmental subdivisions covering a l l real 

and personal property of each Working Interest Owner within the unitized 

land and used or held by Unit Operator in connection with the develop

ment and operation of the Unitized Formation. Any Working Interest Owner 

dissatisfied vlth any proposed rendition or assessment of its interest 

ln real or personal property, shall have the right, at its own expense, 

to protest and resist the same. All such ad valorem taxes due and payable 

cn account of real and personal property of each Working Interest Owner 

ln, on and under the unitized land which is used In connection with Unit 

Operations shall be paid by Unic Operator for the Joint account in the 

same manner as other costs and expenses of Unit Operations; provided, 

that I f the Interest of a Working Interest Owner Is subject to sepsrately 

assessed overriding royalty Interest, production payment, or other In

terest in excess of l/8th royalty, such Working Interest Owner shall be 

given credit for the reduction In taxes paid resulting therefrom. 
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8.2 Other Taxes. Each Working In t e r Owner shall pay or cause 

to be paid a l l production, severance, gathering, and other taxes imposed 

upon or l n respect to the production or handling of i t s share of Unitized 

Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance• Unit Operator, et a l l ttxes while conducting 

operations hereunder, shall purchase or provide protection for the benefit 

of the parties hereto, ccaparable to that afforded under standard form 

policies of Insurance as follows: 

(1) Workmen's Compensation and Employers' L i a b i l i t y insur

ance providing benefits ln accordance with the laws 

of the State of New Mexico. 

(2) General Public L i a b i l i t y insurance with Bodily Injury 

l i m i t s of S1CO,000 per perscn and $300,000 per accident 

and a Property Damage l i m i t of $100,000 per accident. 

(3) Automobile P-.bltc L i a b i l i t y Insurance with Eodily In

jury l i m i t s cf $100,000 per person and $300,000 per 

accident and a Property Damage l i m i t of $50,000. 

Unit Operator shall charge the Joint account an amount not tc 

exceed the premium applicable to the protection provided in Paragraphs 

1 and 2 above. 

Unit Operator shall not provide any other kinds of insurance for 

the benefit of the parties hereto except with mutual w r i t t e n consent of 

the parties. 

Insurance requirements for contractors or sub-contractors shall be 

l e f t to the Judgment of Unit Operator. 

Should Skelly O i l Company cease to be Unit Operator hereunder, 

any new Unit Operator shall carry Workmen's Compensation Insurance and 

General Public L i a b i l i t y and Automobile Public L i a b i l i t y and Property 

Damage Insurance with l i m i t s as above specified or as mutually agreed 

upon by the parties hereto. 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon execution of t h i s agree

ment by the respective Working Interest Owners, each elects that I t s wells 

as shown on Exhibit "A" are hereby committed to the Unit. Upon the effective 
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date hereof, but subject to Article 12 the other provisions of this 

Article 10, said Working Interest Owners shall deliver to Unit Operator 

the following: 

10.1.1 Wells and Casing. A l l those wells shown on Exhibit 

"A" i n Usable Condition together with that portion of a l l wells completed 

or to be completed by the Unit Operator l n the Unitized Formation, which 

are used or usable l n whole or in part for production of Unitized Sub

stances or for i n j e c t i o n or other purposes together with the casing 

therein above the base of the Unitized Formation. In dual completion 

wells, Unit Operator shall take over an undivided one-half interest ln 

the casing to the base of the Unitized Formation where the Unitized 

Formation l i e s above the other formation ln which the well 16 completed. 

Where the other formation in which the well is completed lies above the 

Unitized Formation, Unit Operator shall take over an undivided one-half 

Interest ln the casing to the base of the other formation and a f u l l 

Interest below said point. 

10.1.2 WelL and Lease Ecutnment. The tubing ln each such 

well, the wellhead connections thereon, and a l l other lease and operating 

equipment that is used ln the operation, of such wells end which the Work

ing Interest Owners then determine may be necessary nr desirable for con

ducting Unit Operations. 

10.1.3 Records. A copy cf a l l production and well records 

that pertain to such delivered wells. 

10.2 Assessment in Lieu cf Usable Well. Each c: the Working 

Interest Owners named i n Exhibit "F", in lie u of delivering to the Unit 

the wells l i s t e d thereon in Usable Condition as cf the effective date 

hereof, does herewith bind i t s e l f and agree to the following: 

10.2.1 Schedule I - Assessments. Each cf the Working I n 

terest Owners l i s t e d under Schedule 1 cf Exhibit "F" w i l l deliver i t s 

wells l i s t e d thereunder to Unit Operator on the effective date hereof, 

and each sha l l pay I t s proportionate share of any remedial work approved 

by the Working Interest Owners and done to make any Schedule I well a 

Usable Well, based on the r a t i o that I t s t o t a l assessments under Schedule 

1 for i t s wells which are not Usable Wells on the ef f e c t i v e date hereof 

bears to the t o t a l assessments under Schedule I for a l l the wells l i s t e d 

thereon which are not Usable Wells on the effective date hereof. Unit 

Operator shall b i l l each Working Interest Owner who is obligated hereunder 

-9-
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_rora time to time for i t s share of the cost o. remedial work as such 

work is performed. I n s t a l l a t i o n of casing to the top of the Langlie-

Mattix formation shall be i n i t i a t e d only after approval by the Working 

Interest Owners as provided in A r t i c l e 4 of this agreement; provided, 

however, that I f such casing ts not Installed w i t h i n two years a f t e r 

the effective date of this agreement, said i n s t a l l a t i o n shall be at 

the expense of a l l Working Interest Owners rather than those l i s t e d in 

Schedule I of Exhibit "F". In no event shall any Working Interest Owner 

be separately assessed hereunder an amount in excess of the t o t a l 

assessments under Schedule I shown opposite i t s wells which are not 

Usable Wells on the effective date of this agreement. Any costs in 

excess of those separately assessed hereunder shall be charged as Unit 

expense. 

10.2.2 Schedule I I - Assessments. The Working Interest 

Owners of those wells l i s t e d under Schedule I I of Exhibit "F" may re

t a i n for t h e i r own use, as to formations other than the Unitized 

Formation, the wells l i s t e d thereunder. Any Working Interest Owner 

who f a i l s to deliver as a Usable Well cn the effective date cf this agree

ment any of the wells l i s t e d under Schedule I I of Exhibit "F" sha l l 

be assessed In l i e u thereof the amount set f o r t h opposite such w e l l . 

The assessment may be paid in cash, for credit to the j o i n t account, within 

t h i r t y (30) days after Phase I I becomes e f f e c t i v e , or may be paid out of 

sixty percent (607.) of the production allocated to the t r a c t , under 

Phase I I , on which such well is located. 

10.2.3 Schedule I I I - Assessments. Working Interest Owners 

may, at any time af t e r the effective date hereof, determine that Chose 

wells l i s t e d under Schedule I I I of Exhibit "F" which have not been com

pleted as Usable Wells prior to the effective date hereof, need to be 

completed es Usable Well6. When such determination Is made, Unit Operator 

shal l make appropriate w r i t t e n demands on the Working Interest Owners of 

the wells determined necessary. Within t h i r t y (30) days a f t e r such demand, 

each Working Interest Owner upon whom demand Is made shal l advise Unit 

Operator of i t a election as to the following: 

A. Within ninety (90) days a f t e r demand as provided 

above, each Working Interest Owner upon whoa demand 

18 made shall complete and equip, at I t s sole cost. 

-10-
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r i s k and expense, a Us . Well. Upon delivery to 

Unit Operator of a Usable Well, an Inventory and 

adjustment of Investment shall be effected in 

accordance with the other provisions of this 

A r t i c l e 10. 

B. Working Interest Owners upon whom demand is made 

under this Section 10.2.3 may, in lieu of furnish

ing a Usable Well, elect to pay ln cash to the Unit 

Operator, for credit to the j o i n t account, the amount 

shown under Schedule I I I of Exhibit "F" opposite the 

well for which demand is made. Payment shall be made 

within t h i r t y (30) days after receipt cf demand for a 

Usable Well. 

10.3 Inventory. On the effective date hereof, or as soon there

af t e r as feasible, Working Interest Owners s h a l l , at L'rlt expense, i n 

ventory the personal property taken over under Section 10.1 above. Such 

inventory 6hall be limited to controllable material as defined by the 

"Material Classification Manual", 1967 Print, issued by the Council of 

Petroleum Accountants Societies cf North America; provided however, that 

for Adjustment purposes enly, sucker reds, down-hole pumps and other items 

as agreed upon by the Working Interest Owners w i l l be treated the same 

as controllable equipment. Although a l l casing snail be included i n f u l l 

d e t a i l In the inventory, the value of the casing for adjustment purposes 

shall be zero. Noncontro1lable items which are cmitteJ frcm the inventory 

6 h a l l , nevertheless, be taken over by the Unit i f in use on the property. 

As to any Tract, Unit Operator shall n o t i f y each Working Interest Owner 

therein at least ten (10) days p r i o r to the taking of tlie inventory with 

respect to such Tract, so that each of said Working Interest Owners may 

make arrangements to be represented at the taking of the inventory. F a i l 

ure of a Working Interest Owner to be represented at the taking of the 

inventory a h a l l , nevertheless, bind such Working Interest Owner to accept 

the inventory taken by representatives of the other Working Interest Owners. 

10.4 Inventory Evaluation and Approval. Unit Operator shall 

furnish for approval by Working Interest Owners an inventory reflecting 

the following: 

(a) A l i s t of controllable material and equipment, except 

for material and equipment required for production from non-unldzed 
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formations, deemed necessary or desl ie for Unit Operations. The 

material and equipment so l i s t e d shall be valued at eighty percent 

(807.) of the price basis prescribed for material tn Paragraph 2 

of A r t i c l e IV of Exhibit "E", the applicable conditions to be 

indicated on the Inventory; provided, however, that material and 

equipment not c l a s s i f i e d to be ln condition B or C as specified 

i n Paragraph 2 of A r t i c l e IV of Exhibit E shall not be taken over 

by Unit Operator except by special agreement '-1th the owners of 

said equipment as approved by the Working Interest Owners. 

(b) A l i s t of material and equipment serving the Unitized 

Formation deemed necessary by the Unit Operator for the temporary 

convenience of the Unit. Said material and equipment shall be 

retained on a loan basis for a period of time not to exceed six 

(6) months from and after the effective date of this agreement 

unless individual arrangement has been made for the further 

use thereof. 

(c) A l i s t of the material and equipment '-hie'-, although 

taken over by Unit Operator, is not, as of date of submission 

of said inventory for Working Interest Owner approval, deemed 

necessary or desirable for Unit Operations. 

10.5 Adjustment of Investment. Upon approval by the Working 

Interest Owners of the inventory evaluation referred to in Section ID,A 

hereof, each Working Interest Owner shall be credited with the value as 

determined ln accordance with Section 10.A (a) above, cf i t s interest 

in a l l material and equipment taken over by Unit Operator under Section 

10.1 of thts agreement and charged with an amount equal to that obtained 

by multiplying the t o t a l value of a l l such material and equipment taken 

over by Unit Operator by such Working Interest Owner's Phase I I Unit 

Participation. I f the charge against any Working Interest Owner is 

greater than the amount credited to such Working Interest Owner, the 

resulting net charge sha l l be paid and l n a l l other respects be treated 

as any other item of Unit expense chargeable against such Working Interest 

Owner. I f the c r e d i t to any Working Interest Owner is greater than the 

amount charged against such Working Interest Owner, the resulting net credit 

ahall be paid to auch Working Interest Owner by Unit Operator out of funds 

received by l t i n settlement of the net charges described above. 
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10.6 Removal of Non-Unit Ecult ;. Upon approval by Che Working 

Interest Owners of the inventory referred to ln Section 10.4 hereof, the 

material and equipment listed as surplus as provided in Section 10.4 (c) 

shall be reclaimed by the owner thereof and may be removed from the Unit 

Area at any time or shall be removed within a reasonable time after the 

owners of such property have been requested to do so by Unit Operator 

unless said material and equipment are necessary for use by the owners 

thereof ln the operation or development of horizons not unitized under 

the Unit Agreement and this agreement. Material and equipment listed 

under Section 10.4 (b) shall be reclaimed and removed by the owner thereof 

on request of Unit Operator. 

10.7 General F a c i l i t i e s . The acquisition of warehouses, ware

house stocks, lease houses, camps, f a c i l i t y systems, and o f f i c e buildings 

necessary for Unit Operations shall be. by negotiation by the owners thereof 

and Unit Operator, subject to the approval of Working Interest Owners based 

upon their respective Phase I I Unit participations. There shall be no 

adjustment for lease reads or appurtenances thereto. 

10.8 Ownership of Personal Property and F a c i l i t i e s . Each Working 

Interest Owner s h a l l , by virtue hereof, own an undivided interest in a l l 

personal property and f a c i l i t i e s taken ever or otherwise acquired by Unit 

Operator pursuant to this agreement, and said undivided interest shall be 

equal to i t s Phase I I Unit Participation. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Easts of Charees to Working Interest Owners. Unit Operator 

I n i t i a l l y shall pay and discharge a l l costs and expenses incurred In the 

development and operation of the Unit Area. Each Working Interest Owner 

sha l l reimburse Unit Operator for I t s proportionate share of a l l such 

costs and expenses as follows: 

11.1.1 Operating Expense. Beginning at 7:00 A.M., on the 

effective date hereof, a l l operating expenses shall be shared by Working 

Interest Owners in accordance with their respective Unit Participation 

as set out in Exhibit "D" which are in effect at the time said expenses 

are Incurred. 

11.1.2 Capital Expenditures. Beginning at 7:00 A.M., on 

the e f f e c t i v e date hereof, and thereafter during the l i f e of this agree

ment, a l l c a p i t a l expenditures for development and for the purchase and 
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t a l l a t i o n of material c l a s s i f i e d as inves? : items shall be shared 

by Working Interest Owners ln accordance with their respective Phase I I 

Unit Participations as set out in Exhibit "0". 

A l l charges, credits and accounting for costs and expenses shall 

be governed by Exhibit "E" or, when applicable, the provisions of Section 

11.1.2 hereof. 

11.2 Budgets. Before or os soon as practical a f t e r the effective 

date hereof, Unit Operator shall prepare a budget of estimated costs and 

expenses for the remainder of the calendar year, and on or before the f i r s t 

day of each October thereafter shall prepare a budget of estimated costs 

and expenses for the ensuing calendar year. Such budgets shall set forth 

the estimated costs and expenses by quarterly periods. Budgets so prepared 

shall be estimates only and shall be subject to adjustment and correction 

by Working Interest Owners and Unit Operator frcm time to time whenever 

i t shall appear that an adjustment or correction is proper. A cocy cf 

such budget and adjusted budget shall be promptly furnished each Working 

Interesc Owner. 

11.3 Advance B i l l i n g s . Unit Operator shall have the r i g h t to 

require Working Interest Owners to advance their respective shares of 

estimated Unit expense by submitting to Working Interesc Owners, on 

or before the 15th day of any month, an itemized estimate thereof for 

the succeeding month, with a request for payment in advance. Within 

f i f t e e n (15) days thereafter, each Working Interest Owner shall pay 

to Unit Operator i t s share of such estimate. Adjustments between 

estimated and actual Unit Expense shal l be made by Unit Operator at the 

close of each calendar month, and the accounts of Working Interest Owners 

shall be adjusted accordingly. 

11.4 Commingling of Funds. Ko funds received by Unit Operator 

under th i s agreement need be segregated or maintained by i t as a separate 

fund, but may be commingled with i t s own funds. 

11.5 Lien of Unit Operator and Working Interest Owners. Each 

Working Interest Owner grants to Unit Operator a l i e n upon I t s o i l and gas 

rights In each Tract, I t s share of Unitized Substances when produced, and 

I t s Interest l n a l l Unit equipment, as security for payment of I t s share of 

Unit expense, together w i t h Intereat thereon at the rate of ten percent 

(107.) per annum. Unit Operator sha l l have the r i g h t to bring s u i t to enforce 

c o l l e c t i o n of such indebtedness with or without seeking foreclosure of the 
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l i e n . In a d d i t i o n , upon default by ar, rking Interest Owner in the pay-

i 

ment of i t s share of Unit expense, Unit Operator, without prejudice to other 

existing remedies, shall have the ri g h t to c o l l e c t from the purchaser the 

proceeds from the sale of such Working Interest Owner's share of Unitized 

Substances u n t i l the amount owed by such Working Interest Owner, plus i n 

terest as aforesaid, has been paid. Each purchaser sha l l be e n t i t l e d to 

rely upon Unit Operator's w r i t t e n statement concerning the amount of any 

default. Unit Operator grants a lik e l i e n to the Working Interest Owners. 

11.6 Unpaid Unit Expense. I f any Working Interest Owner f a i l s to 

pay i t s share of Unit expense within sixty (AO) days after rendition of a 

Statement therefor by Unit Operator, each Working Interest Owner agrees, upon 

request by Unit Operator, to pay i t s proportionate part of the unpaid share 

of Unit expense of the defaulting Working Interest Owner. The Working In

terest Owners that pay the share of Unit expense of a defaulting Working I n 

terest Owner shall be reimbursed by the Unit Operator for the amount so paid, 

plus any interest collected thereon, upon receipt hy Unit Operator of any past 

due amount collected from the defaulting Working Interest Owner. Any Working 

Interest Owner so paying a defaulting Working Interest Owner's share of Unit 

expense shall be subrogated to the l i e n and rights herein granted Unit C-peratcr. 

U.7 Uncommitted Royalty. Should an owner cf a Royalty Interest in 

any Tract f a l l to become a party to the Unit Agreement, and, BS a result there

of, the actual Royalty Interest payments with respect to such Tract are 

more or less than the Royalty Interest payments computed on the besis of the 

Unitized Substances that are allocated to such Tract under the Unit Agree

ment, the difference shall be borne by or Inure to the benefit of Working 

Interest Owners ln proportion to their respective Unit Participations; how

ever, the difference to be borne hy or inure to the benefit of Working In

terest Ovners shall not exceed an amount computed on the basis of one-eighth 

(1/8) of the difference between the Unitized Substances allocated to the 

Tract and the Unitized Substances produced from the Tract. Such adjustments 

shall he made by charges and credits to the Joint account. I f the Interest 

of such Royalty Owner Is an overriding royalty Interest, production payment 

or other interest conveyed out of a Working Interest, the obligation to make 

the payment or to otherwise satisfy such Royalty Owner shall be the sole 

obligation of the Working Interest Owner or Owners whose intereat Is burdened 

thereby. 
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ARTICLE 12 

NON-UNITIZED FORMATIONS 

12.1 Rlnht to Operate. Any Working Interest Owner that now 

has or hereafter acquires the right to d r i l l for and produce o i l , gas 

or other minerals, from other than the Unitized Formation, shall have 

the r i g h t to do ao notwithstanding this agreement or the Unit Agreement. 

In exercising the r i g h t , however, the Working Interest Owner shall 

exercise reasonable precaution to prevent unreasonable interference 

with Unit Operations. No Working Interest Owner shall produce Unitized 

Substances through any well d r i l l e d or operated by i t . I f any Working 

Interest Owner d r i l l s any well into or through the Unitized Formation, 

the Unitized Formation shall be protected in a manner satisfactory to 

Working Interest Owners so that the production of Unitized Substances 

w i l l not adversely be affected. 

12.2 Multiple Completions - Limitations. There shall be no wells 

in the Unit Area completed in mere than two producing formations, one cf 

which is the Unitized Formation, except under such terms and conditions as 

may be agreed upon by the Working Interest Owners. 

12.3 Joint Operations Provided For. Multiply completed wells 

shall be handled as follows: 

12.3.1 Rights of Unit Operator and Allocation of Cost Be

tween Unitized and Non-Unltized Operations. Unit Operator shall have the 

righc to operate that portion of multiply-completed wells which were 

delivered to l t pursuant to A r t i c l e IC above for production of Unitized 

Substances or as i n j e c t i o n wells or for any other purpose pursuant to 

or in connection with the Unit operations provided for herein. The 

Working Interest Owner or Owners who own Oil and Cas Rights to any 

formation other than the Unitized Formation wherein any such multiply-

completed well Is situated, hereinafter called "Other Operator", shail 

have the r i g h t at I t s sole cost, risk and expense to operate that portion 

of such w e l l which i t has retained for the production of o i l and gas 

from such formation other than the Unitized Formation, hereinafter called 

"Other Formation". The cost and expense of operating a multiply-completed 

w e l l as to the Unitized Formation and keeping and maintaining the personal 

property delivered to Unit Operator pursuant to A r t i c l e 10, save and except 

for casing, s h a l l be borne e n t i r e l y by the Working Interest Owners of the 
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Unit the same as i f such well were a s l » completion in the Unitized 

Fo rtnation. 

Except where circumstances and conditions warrant otherwise, 

Unit Operator shall be e n t i t l e d to i n s t a l l Cubing of a size equal to the 

tubing Installed and used for the Other Formation, t t being the Intention 

hereby to provide that Unit operations shall not be subordinated to a 

secondary or i n f e r i o r status. 

12.3.2 Subsequent Completion in Formation Other than 

Unitized Formation. Ko well in which the Unit owns a p a r t i a l or f u l l 

interest may be subsequently completed or recompleted in another formation 

without the consent of the Working Interest Owners. 

12.3.3 Workovers or Other Similar Operations tn Multiply-

Completed Wells. I f cith e r the Unit Operator or Other Operator should 

desire to conduct a workover, recend1tioning cr other operation which 

would result ln any interruption or cessation of operations being con

ducted i n , upon or with respect to such well hy the other party, then 

the party desiring to undertake such operation shall f i r s t n o t i f y the 

other party in w r i t i n g et least f i f t e e n (15) days prior to commencing 

the proposed operation, setting out a complete and detailed description 

thereof. After the expiration of tlie f i f t e e n (15) day period, or 

sooner i f mutually agreeable, the party desiring tc undertake such 

operations may proceed i n accordance with i t s proposal sub ect tc any 

amendments or changes which have been mutually agreed upen by the 

parties during the f i f t e e n (15) day period. Such cperattons sha l l be 

performed ln a good and workmanlike manner and, except as hereinafter 

provided with respect to casing, at the sole cost, r i s k am: expense 

of the party undertaking the work. The party undertaking the work 

shall at his sole cost, risk and expense make a l l reasonable efforts 

to restore the formation operated by the other party to the same work

ing condition and status of performance which existed prior to under

taking the work. Except for gross negligence or w i l l f u l misconduct, 

the party undertaking such work shall not be liable beyond the duty 

Imposed by the preceding sentence hereof or responsible for any damages 

to or loss of production from the formation operated by the party not 

desiring to undertake the work, nor shall such undertaking party be 

liable for any damage to the well or the casing. 
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12.3.4 Maintenance of Caging.. . .he event any casing repairs 

become necessary with respect to a multiply-completed well which are not 

the result of workovers or other simllnr operations hereinabove provided 

for, the Unit Operator and Other Operator shall pay the cost of such re

pairs ln tlie following proportions: I f the Unitized Formation lies below 

the other formation i n which the well is completed, the Unit Operator and 

the Other Operator shall share equally the cost of any casing repairs 

necessary to the base of the other said formation and the cost of any 

repairs necessary from the base of the other said formation to the base 

of the Unitized Formation shall be borne solely by the Unit Operator; 

I f the Unitized Formation l i e s above the other formation in which the well 

is completed, the Unit Operator and the Other Operator shall share equally 

the costs of any necessary repairs to the base of the Unitized Formation 

and the cost of any repairs necessary below the base cf the Unitized 

Formation sha l l be borne solely by the Other Operator. 

12.3.5 Replacement Wells. I f as a consequence of anv deeper 

d r i l l i n g , workover or repairs, a replacement well has been proposed by 

the Unit Operator, either the Working Interesc Owners cr the Other Operator 

may elect whether or not to participate in the drilling c: such, replace

ment well as a multiple-completion well. In the event such a replacement 

well is to be drilled, the cost of dri l l i n g the same to the base of the 

Unitized Form.atlon shall be borne by the Working Interest Owners and the 

Other Operator in equal shares, i f the Unitized Formation lies above the 

other formation in which the well is completed, and the ccst cf drilling 

said replacement well below the Unitized Formation shall be borne by the 

Other Operator. I f the Unitized Formation lies below the other formation 

in which said replacement well is to be completed Che cost of drilling 

the sane to the base of the other formation w i l l be borne by the Working 

Interest Owners and the Other Operator in equal shares, and che cost of 

drilling said replacement well below che base of the other formation shall 

be borne by the Working Interest Owners. The Working Interest Owners and 

Other Operator shall each pay their respective completion costs ln any such 

replacement well. 

12.3.6 Communications Detwecn Formations. Unit Operator shall 

be responsible for checklnK communications between the Unitized Formation 

and any other Formation; provided, however, the Other Operator shall be 
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n o t i f i e d at least twenty-four (24) hours or to the taking of any 

packer leakage tests and be permitted to have a representative present i f 

they should so desire. The cost of any operation performed to remedy 

communication between zones w i l l be borne equally by and between the Work

ing Interest Owners and the Other Operator, or Operators, of such communicat

ing zone or zones. 

12.3.7 Abandonment• I f either party should desire at any 

time to abandon one of i t s operations in any multiply-ccmpleted well and 

salvage i t s material and equipment therefrom, 6uch party shall be bound 

to give the other party at least a f i f t e e n (15) day notice ln w r i t i n g 

p r i o r to making such abandonment and shall othrrwise proceed as provided 

above ln Section 12.3.3, subject however to the terms and provisions of 

Section 22.1. I f both parties mutually agree to abandon the well , the cost 

of such abandonment shall be shared equally. 

ARTICLE 13 

TITLES 

13.1 Warranty end Indemnity. Each Working Interest Owner repre

sents and warrants that l t Is the owner of the respective Working Interests 

set f orth opposite i t s name in Exhibit "E" cf t i e L'r.t Agreement, and hereby 

agrees to indemnify and hold harmless ths other Wcrklng Interest Owners 

from any loss due to f a i l u r e , in whole or in p-irt, of i t s t i t l e to any such 

Interest, except f a i l u r e cf t i t l e arising cut r f Vr.i; Operations; provided 

that, such indemnity and warranty shall be limited to an amount equal to 

the net value that has been received from, the sale or receipt cf Unitized 

Substances attributed to the interest as to which t i t l e f a i l e d . Each 

f a i l u r e of t i t l e w i l l be deemed to be e f f e c t i v e , insofar as this agreement 

Is concerned, as of the f i r s t day of the calendar north in which such 

f a i l u r e Is f i n a l l y determined, and there shall be no retroactive adjustment 

of Unit expense, or retroactive allocation of Unitized Substances or the 

proceeds therefrom, as a result of t i t l e f a i l u r e . 

13.2 Failure Because of Unit Operations. The f a i l u r e of t i t l e to 

any Working Interest ln any Tract by reason of Unit Operations, Including 

non-productlon from such Tract, s h a l l not chnnc.e the Unit Participation of 

the Working Interest Owner whose t i t l e failed in r e l a t i o n to the Unit P a r t l c l 

pations of the other Working Interest Owners at the time of the t i t l e f a i l u r e 
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LIABILITY, CLAIMS, AND SUITS 

14.1 Individual L i a b i l i t y . The duties, obligations find l i a b i l i t i e s 

of Working Interest Owners shall be several and not j o i n t or c o l l e c t i v e ; 

and nothing herein contained shall ever be construed as creating a partner

ship of any kind, Joint venture, association, or t r u s t among Working Inter

est Owners. 

14.2 Settlements. Unit Operator r.ay settle any single damage 

claim or s u i t involving Unit Operations but not involving an expenditure in 

excess of Two Thousand Dollars ($2,000.00), provided the payment is in 

complete settlement of such claim or s u i t . I f the amount required for 

settlement exceeds the above specified amount, Working Interest Owners shall 

assume and take over the further handling of the claim or s u i t unless such 

authority is expressly delegated to Unit Operator. A l l costs and expense 

of handling, s e t t l i n g , or otherwise discharging such claim or s u i t shall 

be an item of Unit expense. I f a claim is made against eny Working Interest 

Owner or I f any Working Interest Owner is sued on account of any natter 

arising from Unit Operations and over which such Working Interest Owner 

ind i v i d u a l l y has no control because of the rights giver. Working Interest 

Owners and Unit Operator by this agreement and the Unit Agreement, the Work

ing Interest Owner shal l Immediately n o t i f y the Unit Operator, and the claim 

cr s u i t shall be treated as any other claim cr suit Involving Unit Operations. 

ARTICLE 15 

INTERNAL REVENUE PROVISION 

15.1 Internal Revenue Provision. Each Working Interest Owner 

hereby elects that i t and the operations covered by this agreement be 

excluded from the application of Subchapter K of Chapter 1 of S u b - t i t l e 

A of the Internal Revenue Code of 1954, or such portion thereof ao the 

Secretary of the Treasury of the United States or his delegate shall permit 

by election to be excluded therefrom. Unit Operator is hereby authorized 

and directed to execute on behalf of each Working Interest Owner such 

additional or further evidence of the election BS may be required by regu

lations issued under said Subchapter K. Should the regulations require eoch 

party to execute such further evidence, each Working Interest Owner agrees 

to execute or Join l n the execution thereof. The election hereby made and 

the other provisions of this paragraph shall apply In l i k e manner to 
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applicable state laws, regulations, an lings now in effect or hereafter 

enacted that have an effect similar to the federal provisions referred 

to herein. 

ARTICLE 16 

NOTICES 

16.1 Not Ices. A l l notices required hereunder shall be In w r i t i n g 

and shall be deemed to have been properly served when sent by mail or 

telegram to the address of the representative of each. Working I r t e r e s t 

Owner as furnished to Unit Operator in accordance with Section A.l hereof. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Wi thdrawa1. I f any Working Interest Owner so desires, i t 

may withdraw from t h i s agreement by conveying, assigning and transferring, 

without warranty of t i t l e either express or implied, to the other Working 

Interest Owners who do not desire to withdraw herefrc™., a l l of the former's 

r i g h t , t i t l e and Interest in end to i t s lease or leases cr other operating 

rights in the Unit Area insofar as said lease, leases cr rights pertain 

to the Unitized Formation, together with the withdrawing Working Interest 

Owner's interest in a l l wells, pipe lines, casing, i n j e c t i o n equipment, 

f a c i l i t i e s snd other personal property used in conjunction with the develop

ment and operation of the Unit Area; provLded, however, that such transfer, 

assignment cr conveyance shall not relieve said Working interest Owner 

from any obligation or l i a b i l i t y incurred prior to the date of the execution 

and delivery thereof. The interest so transferred, assigned and cenveyed 

shall be taken and owned by the other Working Interest Owners In proportion 

to t h e i r respective Phase I I Unit Participations. After the execution and 

delivery of such transfer, assignment or conveyance, the withdrawing Work

ing Interesc Onwer shall be relieved from a l l further obligations and 

l i a b i l i t y hereunder and under the Unit Agreement. Thereupon, the right 

of such Working Interest Owner to any benefits subsequently accruing here

under and under the Unit Agreement shall cease; provided, thaC upon 

delivery of said transfer, assignment of conveyance, the assignees ( i n 

the r a t i o of the respective Interests so acquired) sh a l l pay Co the 

assignor for I t s interest l n a l l Jointly owned equipment, casing and 

other personal property the f a i r net salvage value thereof, less I t s 

proportionate share of the costs of terminating the Unit, as same are 
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termlned and fixed by Working Interest Own This Section shall not 

prevent a Working Interest Owner fron assigning, conveying or otherwise 

transferring i t 3 Interest, in whole or ln part, provided such, assignment, 

conveyance or transfer Is made subject to the turmB of this egrtcrent and 

the Unit Agreement. 

ARTICLE IB 

CREATION OF NEW INTEREST 

18.1 Creation of New Interest. I f any Working Interest Owner 

ahall , a f t e r executing this agreement, create any overriding royalty, 

production payment, or other similar interest, hereafter referred to as 

"new i n t e r e s t " , out of I t s Interest subject to this agreement, such new 

interest shall be subject to a l l the terns and provisions of this agree

ment. In the event the Working Interest Owner owning the interest from 

which the new interest was created withdraws from tr.is agreement under 

the terms of A r t i c l e 17, or f a i l s to pay any expenses and costs chargeable 

to t t under this agreement and the production to the credit of such Work

ing Interest Owner is i n s u f f i c i e n t for that purpose, tne cwner cf the new 

interest w i l l be li a b l e for the pro rata portion of a l l ccsts and expenses 

fcr which the o r i g i n a l Working Interest Owner creating such new interest 

would have been l i a b l e by virtue of his ownership of the new interest 

had the same not been transferred, i n this event, the l i e n provided in 

Section 11.5 may be enforced against such new interest. I f tlie owner 

of the new Interest bears a pcr t i c n of the costs and expenses or the same 

Is enforced against such new interest, the owner of tne new Interest w i l l 

be subrogated to the rights of the Unit Operator with respect to the i n 

terest primarily chargeable with such costs and expenses. 

ARTICLE 19 

ABANDONMENT OF WELLS 

19.1 Rights of Former Owners. I f Working Interest Owners decide 

to abandon permanently any well w i t h i n the Unit Area p r i o r to termination 

of the Unit Agreement, Unit Operator shall give w r i t t e n notice thereof to 

the Working Intereet Owners of the Tract on which the well Is located, ond 

they sha l l have the option for a period of ninety (90) days a f t e r tlie 

sending of auch notice to n o t i f y Unit Operator l n w r i t i n g of th e i r election 

to take over and own the w e l l . Within ten (10) clays a f t e r the Working 

Interest Ownera of the Tract have n o t i f i e d Unit Operator of t h e i r election 

to take over the w e l l , they shall p*y Unit Operator, for credit to the 
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j o i n t account, the amount estimated by W ing Interest Owners to be the 

net salvage value of the casing and equipment in and on the well. The 

Working Interest Owners of the Tract, by taking over the w e l l , agree to 

seal o f f e f f e c t i v e l y and protect the Unitized Formation, and upon abandon

ment to plug the well ln compliance with applicable laws and regulations. 

19.2 Plugging. I f the Working Interest Owners of a Tract do 

not elect to take over a v e i l located thereon which is proposed for 

abandonment, Unit Operator shall plug and abandon tu.e well in compliance 

with applicable laws and regulations. 

ARTICLE 20 

FORCE MAJEURE 

20.1 Force Ma jeure. In the event any party hereto is rendered 

unable, wholly or in part, by force majeure to carry out i t s obligations 

under this contract, other than the obligations to mo-e pas—ent of money 

due hereunder, i t is agreed that upcn such party's giving notice and 

reasonably f u l l particulars of force majeure in w r i t i n g cr hy telegraph 

to the other parties hereto within a reasonable time after the occurrence 

of the cause relied upon, then the obligations of tne party giving the 

notice, so far as they are affected by force majeure, shall be suspended 

during the continuance of any l i a b i l i t y so caused, but for no longer period, 

and the cause cf the force majeure s h a l l , so far as possible, be remedied 

with a l l reasonable dispatch. The term "force majeure" as employed herein 

shall mean any cause not reasonably within the control cf the party claim

ing suspension. 

ARTICLE 21 

EFFECTIVE DATE ANO TERM 

21.1 Effective Date. This agreement shall become effective on 

the date and at the time that the Unit Agreement becomes e f f e c t i v e . 

21.2 Term. This agreement shall continue in effect so long 

as the Unit Agreement remains ln e f f e c t , and thereafter u n t i l (a) a l l 

Unit wells have been abandoned and plugged or turned over to Working I n 

terest Owners ln accordance with A r t i c l e 22; (b) a l l Unit equipment ond 

real.property acquired for the Joint account have been disposed of by 

Unit Operator ln accordance with Instructions of Working Interest Owners; 

and (c) there has been a f i n a l accounting. 

-23-
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ABANDONMENT OF OPERATIONS 

22.1 Termination. Upon termination of the Unit Agreement, the 

following shall occur: 

22.1.1 O i l and Cas Rights. Oil and gas rights in and to 

each separate Tract shall no longer be affected by this agreement, and 

thereafter the parties shall be governed by the terras and provisions of 

the leases, contracts, and other instruments affecting the separate Tracts. 

22.1.2 Right to Operate. Working Interest Owners of any 

tract that desire to take over and continue to operate wells located there

on may do so by paying Unit Operator, for credit to the j o i n t account, 

the net salvage value of the casing and equipment in and on the wells taken 

over, as estimated by Working Interest Owners, and by agreeing to plug 

properly each well at such time as i t is abandoned. 

22.1.3 Salvaging Wells. Unit Operator snail salvage as 

much of the casing and equipment in or on wells not taken over by Working 

Interest Owners of separate Tracts as can economically and reasonably be 

salvaged, and shall cause the wells to be plugged and abandoned properly. 

22.1.4 Cost cf Sal vacing• Working Interest Owners shall 

share the cost of salvaging, l i q u i d a t i o n or other d i s t r i b u t i o n of assets 

and properties used i n Unit Operations ln proportion to t h e i r respective 

Unit Part ic ipat lore as sec cut in Exhibit D. 

ARTICLE 23 

COUNTERPART EXECUTION 

23.1 Execution bv Separate Counterparts of Ratifications. This 

agreement may be executed ln any number of counterparts and each counter

part ao executed shall have the same force and effect as an original 

Instrument and as I f a l l of Che parcies to Che aggregate counterparts 

had signed the same instrument; or, i t may be ratified by a separate 

instrument ln writing referring to this agreement. Each such ratification 

shall have the force and effect of an executed counterpart and of adopt

ing by reference a l l provisions hereof. 

ARTICLE 24 

SUCCESSORS AND ASSIGNS 

24.1 Successors and Assigns. The provisions hereof s h a l l be 

covenants running with the lands, leases, and Interests covered hereby, 

-24-
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and shal l be binding upon and inure to benef i t of the respective 

heirs , devisees, legal representatives, successors and assigns of the 
parties hereto. 

r 

r 
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HE OF OKLAHOMA ) 

) SS 
COUNTY OF TULSA ) 

The f o r e g o i n g i n s t rumen t was acknowledged b e f o r e me t h i s 
day o f _ 
Vice P re s iden t o f SKELLY OIL COMPANY, a Uclavare c o r p o r a t i o n , on b e h a l f 
o f s a i d c o r p o r a t i o n . 

v - .•••My"CrAtfils.sion e x p i r e s : Notary P u b l i c 

-26-
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UNIT OPERATING AGREEMENT 
MYERS LANGLIE-MATTIX UNIT 
LEA COUNTY. NEW MEXICO 

P E R C Ii N T 
Working Interesc Owner Phase 1 Phase I I 

A l l i e d Chemical Corporation .59669 l. rJ 116 G 
Amerada Hess Corporation 6.17699 6.21268 
Arlene S. Anthony 0.00000 0.C82R8 
Amoco Production Company 6 . 217.01 5.34004 
Atl a n t i c Richfield Company 5.26996 9.53544 
Frank Bateman .20003 .26117 
George R. Bentley .02816 .01469 
0. A. Bourg D r i l l i n g Company .16486 .05131 
Tom Brown D r i l l i n g Company .49459 .15392 
W. K. Byrom 1.55489 .84458 
Chevron O i l Company . 76 773 .64851 
Cities Service Oil Company 2.01056 1.64622 
Ralph L. Clarke 1.22629 . 73075 
Margaret Q. Clay .64250 . 75051 
Clay Trusts 618-1, 2 d ] .81434 .73583 
W. J. Clay 0.00000 .01777 
Conka Production Company .20424 .09394 
Continental-Emsco Company 1.16195 .53352 
Continental Oil Company 1 . 73 554 2 .08825 
Crown Central Petroleum Corporation .67790 .88783 
R. DeChicchis Estate .65945 .20523 
Mrs. V. M. Donnelly .41299 .62812 
Chas. A. Dore 0.00CC0 .00 209 
Clara Dwyer Estate . 0 5261 .04186 
F. W. Dye Estate .15423 .23249 
Elder Estate 1.31893 .41046 
El Paso Natural Gas Company C."3CC3 .03613 
Flag-Redfern Oil Company 2.41669 1. 18850 
Fluor Corporation .C9902 .10012 
Cackle Oil Company 1.C07 74 .90294 
Ceneral Crude Oil Company .31562 .23116 
Getty O i l Company .46205 .22939 
Creat Western D r i l l i n g Company 2 .83702 2.5486 S 
Culf Oil Corporation 7.63S27 10.87787 
John H. Hundrlx .25551 .23951 
Lamar Hunt 1.03064 1.51044 
N. B. Hunt 2.06130 3.C2090 
W. H. Hunt 1.03066 1.51046 
Johnson & French .45264 .56001 
Aubrey Kenyon .C5665 .05322 
Michael L. Klein .25561 .23950 
F. D. £. L i l l i a n B. Jones 0.00000 .00084 
C. B. King Estate .36857 .56499 
Frank D. Lortscher C,00000 .24364 
Ralph Lowe Estate .74190 .57930 
Management Trust Company .30232 .27061 
Blanche McCallister .29047 .13893 
R. G. McPherson .41685 .23877 
Merchants National Bank of Terre Haute .02816 .01469 
Gertrude C. Mitchell .05260 .04186 
Mobil O i l Corporation .84166 .66977 
Petroleum Corporation of Texas .31649 .13537 
W. A. Pruett 0.00000 .00104 
Charles B. Read .10421 .05969 
Reserve O i l and Cas Company .82649 .86361 
Resler and Sheldon 3.93863 1.47473 
Herbert J . Schmitz 0.00000 .19391 
Charles T. Scott, J r . 0.00000 .08283 
Robert C. Scott 0.00000 .08288 
T. J . Slvley .19074 .38752 
Skelly Oil Company 12.53466 13.36943 
R. L. Summers .16599 .08407 
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Exhi "D" 
Unit Operating Agreement 
Page Two 

Working Interest Owner 

Superior Oil Company 
Texaco Inc. 
Texas Pacific Oil Company 
J. E. Warren 
Finn Watson 
Unleased Interest 

P E R C 
Phase I 

N T 
Phase I I 

0.00000 
8.80313 
16.89701 
. 18428 
.20423 

0.0O0C0 

.00648 
10.28603 
12.96196 

.28249 

.0939a 
•27336 

TOTAL 100.OC00O K'O.'.'iiOOO 



COPAS — 

EXHIBIT e " 

Attached to and made a part of.... U n i t .Ope r a t I n g . A g r e e m e n t . 

M y e r s . . U n f i l e - M a t t i x . U r . i t 

Lea County, New Mexico ... 

ACCOUNTING PROCEDURE 

( JOINT OPERATIONS) 

I G E N E R A L PROVISIONS 

1. Defini l ions 
"Joint Property" shall mean the rc-»l and personal property subject to the agreement tc -J-hich this "Accounting Pro
cedure" i i attached. 
' J o i n t Operations" shall mean al l operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Operator" shall mean the party designated to conduct the Jou.l Operations 
"Non-Operators" sha'.i mean the nonoperating parties, whether one pr more 
"Joint Account" shall mean the account showing the charge.* and credits accruing because of the Joint Operations 
and which are to be shared by the Parlies. 
"Parties" shall mean Operator and Non-Operators. 
"Ma te r i a l " shall mean personal property, equipment o; iuppl.es acquired ci -.eld for use on the Joint Properly. 
"Controllable Matena i " shall mean malarial which at the time is so classified m the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountant? Societies of North America. 

2. Conflict w t l l i Agreement 
In the event cf a conflict between the provisions of t.m; A.ccojn'.iv.c Procedure or.d the provisions of the agree
ment to 'vhich this Accounting Procedure is attached. Ir.e provisions cf the agreement shall control 

3. Collective Action by Non-OperBlors 
Where an agreement or other action of Nor.-Operator; is cxpres.-ly requ'-cd under Ihis Accourxing Procedure 
and i f the agreement to which this Accounting Procedure is attached cor.'su-.s r.o contrary provisions in regard 
thereto. Ihe acrecmenl or action of a major i ty in interest of t h " N'nr.-Oc^' at shall be controlling on al l Non-
Operators 

4. Statements and Bill ings 
Operator shall b i l l Non-Operators on or b"!ore the last rta> ef each mi-it,n f i . : "-eir proportionate share of costs and 
expenses, for the preceding month S-.rh b;l!$ w i l l b" i f c t i N r . t f J b> "i-/r, ' .s reflecting the total charges 
and credits as set fo r th under Subparagraph C below 
A Statement in detail of all charges and credits to the Join: Account 
B Statement of al l charge and rredils to the Joint Acccur t . ;umr-c,: iced b;- rp::p:.2' .e classifications indicative 

of the nature thereof. 
C. Statement of al! charges and ciedits to the Joint Account summarized hy appropriate classifications indicative 

of the nature lliereof. except that items of Controllable N f i ' i n a l »rH u r . - « u j l i h a r i c s and credits shall be detailed. 

5. Payment and Advances bv Non-Operators 
Lnlrss ut!i'T*i-<- | .m\ nl.-d l i .r in ihr a^rt-t-nirnl. ihe ' i p c r j l u r uus p-quir.- llu- N.M. ' ' j . -r-i tors lu Ji]\ancr l!n.ir srure uf e«li-
rr.al.-d ca-h ...ilUv f..r tti.- -in r n - i l i n L - nu»tlh*< nperj tmn. Hp- rat, .r - l u l l H ; . i . t . j h. ni.mtMv Lil'.mg to r e f l e t j j v j n . .-s 
TfZriKfi] f rom lh'- -'.'ii'-rJliTS. 

Haeh Non ')perut..r «l.a(l | . ) t i l - i>rn|i..rlinn uf all bill? oit tut i f i i W n ( I " ) «IJ>- *fl.-r r-.-.-ipl. I f tuymrnt is not made » i th in 
surh tini.-. tin- ini|.aiil l . j l jn. ' : . - ?lull li .-jr intere-l monthly wt t h. rul. . .f t-n [>.-r .-.-nt I ' - ' annum or Ihe min imum cnn-
trar l rate I ' . m i i t l . .1 l i t l(w j | . | . l i r a f , l i u . i , r > l j * . in th.- s'tjt.- in «.(«• h t f» - Jmnt l'r»|--rt» i - Iwrated. oluelirver is ihe Irarw. 

6. A d j u s t m r n l s 
Payment of any such bills shall not prejudice the right cf any Non-Operators tn pretest or question the correctness 
thereof: provided however, al l bills and statements rendered to Non-Operators by Operator dur ing any calendar 
year shall conclusively be presumed to be true and correct after twen ty - four C-l) months fo l lowing t h t end of any 
such calendar year, unless w i t h i n the said twen ty - four CM) month period a Non-Operator takes w r i t t e n excep
tion thereto and makes claim on Operator for adjustment No adjustment favorable to Operator shall be made 
unless i t is made w i t h i n the same prescribed period. The provisions of this paragraph shall not prevent adjust
ments resultir.c f r o m a physical inventory of Ihe Joint Property as provided for in Section V I I . 

7. Audits 
A Non-Operator, upon notice in wr i t i ng to Operator and al l other Non-Operalors. shall have the r ight to i u d i t 
Operator's accounts and records relating to the accounting hereunder for any calendar year w i l h i n the t w e n l y - f o u r 
C- l ) month period fo l lowing the end of such calendar year: provided howev. r . the making of an audit shall not ex
tend the l ime for the taking of wr i t t en exception to and the adjustment of accounts as provided for in Paragraph 
6 of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable 
e f fo r t to conduct jo in t or simultaneous audits in a manner which w i l l result in a min imum of inconvenience to 
the Operator. 

I I . DIRECT CHARGES 

Subject to l imitat ions hereinafter prescribed, Operator ahall charge the Joint Account w i t h the f o l l o w l n j Itema: 

1. Rentals and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account 
of the Parties. 

2. Labor 
A . Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint 

Operations, and salaries or wages of technical employees who are temporari ly assigned lo and directly 
employed on the Joint Property. 

B. Operator's cost of holiday, vacation, sickni-ss and disabili ty benefits and other customary allowances paid to the 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section H 
and Paragraph 1 of Section I I I ; except that in the case of those employees only a pro rata port ion ot whose 
salaries and wages arc chargeable to the Joint Account under Paragraph 1 of Section I I I . not more than the same 
pro rata port ion of the benefits and allowances herein provided for shall be charged lo the Joint Account. Cost 
under this Paragraph 2D may be charged on a "when and as paid basis" or hy "percentage assessment" on the 
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section I I and Para
graph 1 of Section I I I I f percentage assessment is used, the rate shal! be based on the Operator's cost experience. 

C o u n c i l O l P « t . o t « v f l . 

A t c o u ^ t o - U , S o c , . * . o l 

E«e*ot «t modified 
u n o . r : 
S*C. I P,r 5 
Sec. I I P , r . j 

j ^ a s 
S*c . I l l P » . . 5 B [ 6 ) 

*no SC 
S«c. IV r»>. 2 A { 1 | 

« n d S A 



MISC 5 4 4 3 8 4 
C- E Hilures nr enntributions made puisuant to a<rcisrricnts in d by governmental authori ty which are ap

plicable to Operator's labor cost of salaries and wages chargeable lo the Joint Account under Paragraphs 2A 
and 2B of this Section I I and Paragraph l of Section I I I . 

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable lo the Joint Account 
undci I'.itHCiaph 2A of this Section I I and for which expenses the employees arc reimbursed under Operator's 
usual practice. 

3. Employee Benefits 
Operator's «t»rr«*nt ro<l uf n-uMMied plan-* for *• rn j >v r *~ * ^ruup life iri-nrjnci-. ho*pildli-ation. pension, n l i r r m r n t , slock 
pure ha*'", thr i f t , lu»nu*. ami oth«r In-n»- ft I pi JUS of .i lik«' n.iiurr, appludhh- lo "p> ralor's labor cost; provided hov-rvtr. thf 
total of surli rrurjres shall not e x w A fifteen pt-rrmt (1 Vr j nf I Jp.-r.itiif\ Lbur < n«.t- « h a r t a l It: to th*- Joint Account under 
r*4rapraphs 2 \ and i l l ! of tlii> S r t i o n II an.I l'arJtrrjph I uf S-« linn U l . 

4. Mater ia l 
Mater ia l umchasrd or furnished by Operator for use on the Joint Property So far a? it is reasonably pract i 
cal nnri consistent w i t h efficient and economical opcr. i ' inn. only such M a ' r n a 1 shal 1 be purchased for or transferred 
to the Joint Pipporty as may be required for immcrfia'c u^c; j : i d the acc jnu ' .v . ior of surplus stocks shall be avoided. 

5. Transportation 
T i j ' i s p o i lar.on of employees and Material neccss.iry Im tht; Jnmt Operat;ot.5 hut subject tn the fo l lowing l imitat ions: 
A. It Mat-rial is moved to I En* Joint I'rup-TU l m m tin-< tp-Mlors .inliuu*'- w ollwr prnp . - t i rv no rruirvf :>hall he made 

tu th*- Joint At rount for a dit-tancr grrater than th<- dtetjin i- from th'- m-drr-l reliable supply '•tor'*, rToznizrd harge 
t f - r fn in j i . i.>r railway rc ' - iving point v» hi-n- Ilk' 1 mat-rul i - mirmulW dwilahh . unl-*- a_T'-i'<i In h\ ( l j»TJtor and Non-
Op.rator-. 

H. If !»urplu* Mjt ' - r t tl i * i i i " v i d to Operator"* uanhoii-.- nr ulh«r »l<irjj.- jmini . no rhar^f shall hr inadf tu th«- Jt»"mt 
Actmunl for x Hi--lanei- (-p-Hlrr than tin- -li*-tam»- to tin- m- j ro t n l u M . - *>uppH Mor**. rt cngnizrd lurer terminal, or rail-
tttfv ree»»ivin£ point utile*.* agrrril to hy Operator-- HIH! Nun-' >p«r.il<ir-. No t hjrer- - rul l hi- tnanV to th** Joint Ai-routil 
for'nntvinc Material to olhi-r properties In-!• inning to ' 'p' r.tt 'T. nnl.— .i^r^-cl tn l»\ ( i terator and \'on- f tp-rators 

C. In 11 if jppl ical iof i of SiltpdragTiipli* A ainl H ah<>\.\ tin r- »|u!! In no < i^iuii/dtion of u> tu- l uro-s Iruikinr; cu-ts of 
$10(1 or I . - -

6. Services 
A. The co--t of contract services and uti l i t ies procured f r o m oul>;d<» sources other than services covered by Para-

craph 8 cf this Section IE and ParaGraph 2 of Section I I I 

B. l'<e ar.d service of cc.uipn.ent and facilities furnished h> Operator as presided in Paragraph 5 of Section I V . 

Damages and Lossrs to Joint Property 
A l l costs r r expenses necessary for the repair or replacement of Joint Prcpe.ty made necessary because of damages 
or losses incuired by f i re , f lood, storm, theft , accident, or any other cause, except to the extent that the damage or 
loss could have been avoided through the exercise of reasonable diligence on the part of Operator Operator shall 
furn .sh Non-Operators wr i t t en notice cf chirr..-_'es cr Ic — r ; m c . i r r e i a' sccr. s= practicable af'.cr a report thereof 
h.3s been received by Operator. 

6. Leeal E\pense 
A l l tosts and expenses of handline invested ting and set'.hr.k: l i t igat ion cr C!S:T.S a;;s:r~ by reascn of the Joint 
Opeidtior.s or r.ecessa; y to protect vi recover the Joint Pmper 'y . i r . r l ^ i i r . c but net l imited to. attorneys' fees, 
cou*. t costs, cost cf investigation or piocuunp evidence and amounts paid m settlement cr satisfaction of any 
such l i t is j ' . i r -- . cr claims, provided. {?) r.o charcr sha'.l be m.3d * f_r '.bv ser-. ::es c' Opera' :r'«; legs! staff cr other rcg-
u l a i i y cr-.p:o>cri personnel (such services being considered to be Adminis t ra t ive Overhead under Section I I I ) , ex
cept by agreement w-ith Non-Operators, and { b l no charge shall be made for the fees and expenses of outside at
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators. 

9. Taxes 
A l l taxes of every k i n d and nature assessed or levied upon or in connection w i t h the Joint Property, the operation 
thereof, or th«- production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. 

10. Insurancf Premiums 
Premiums paid for insurance lequired to be carried cr. the Joint Property for the protection of the Parties. 

11. Other E \ p e n d i i u r « s 
Any other ex oor.diturc net covered or dealt w ith in the ferepemg provisions cf this Seclian I I , or in Section I I I . 
and which is incurred by the Operator for the necessary j r . d proper conduct cf the Joint Operations. 

I I I . INDIRECT CHARGES 

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a 
f ixed rate for administrat ive overhead, and plus the warehousing charges, all as provided for in Paragraphs I . 2. and 3 of 
this Section I I I OR by combining al l three of said items under the f ixed rate provided for in Paragraph 4 cf this Section 
I I I . as indicated next below: 

OPERATOR S H A L L CHARGE THE JOINT A C C O I NT UNDER THE TERMS OF: 

• Paragraphs I , 2 and 3. (Allocat ion of distr ict expense plus f ixed rate for administrat ive overhead plus 
warehousing.) 

g Paragraph 4. (Combined f ixed rate! 
1. Distr ict Expense 

Opei alor shall chai ee the Joint Account w i t h a pro rata poi tinn of the salaries, wages and expenses of Operator's 
production superintendent and other employees serving the Joint Property and other properties of the Operator In 
the ::ame operating area, whose t ime i.« not allocated d i iec t ly to the properties, and a pro rata port ion of the cost of 

maintaining and operating a production off ice known as Operator's 
of f ice located at or near . . . . (or a comparable off ice i f location changed), and n e c « -
t a ry sub-offices ( i f any) , maintained for the convenience of the above-described of f ice and a l l necessary camps, 
including housing facili t ies for employees i f required, used in connection w-ith the operations of the Joint Property 
and other propeities i n the same operating aiea The expense of. less any revenue f r o m , such facili t ies may, at the 
option of Operator, include depreciation of investment or a fa i r monthly rental in lieu of depreciation. Such 
charges shall be apportioned to a l l propeities served on some equitable basis consistent w i t h Operator's accounting 
practice. 

2. Adminis t ra t ive Overhead 
Operator shall charge administrat ive overhead to the Joint Account at the fo l lowing rates, which charge shall be In 
lieu of the cost and expense of al l offices of the Operator nut covered by Paragraph 1 of this Section I I I . including 
salaries, wages and expenses of personnel assigned to such offices. Such charges shall be in addit ion to the salaries, 
wages and expenses of employees of Opetator authorized io be charged as direct charges as provided in Paragraphs 
2 and 8 of Section I I . 
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WELL BASIS (RATE PER • - l L PER MONTH) 
rioouciNo w i n SATS 

DtllllNQ Will tATI |UM C.r~»t F~J.«U, B~HO 
(Uf T.»»l D.yt»il ' ' Z—L-

The cost and expense of services from outside sources in connection with muters of taxation, traffic, accounting, or 
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in 
this Paragraph 2 of Section I I I . unless such cost and expense are agreed upon between Operator and Non-Operatori 
as a direct charge to the Joint Account. 
3. Operator's Fully Owned Warehouse Operating- and Maintenance Expense 

(Describe fully the agreed procedure to be followed by the Operator.) 

4. Combined Fixed Rates 
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section I I I , the 
following fixed per well rates: 

WELL BASIS (RATE PER WELL PER MONTH) 
ftODUCINO WILL SAT! 

A l l .D«pth« .SBUU SS5 $95 $95.. 

Said fixed rate PJaejCX) (shall not) include salaries and expenses of production foremen, 
i . Application of Administrative Overhead or Combined Fixed Rates 

Th'.' following limitations, instructions and charges shall apply in the application of the per well rates as provided 
under either Paragraph 2 or Paragraph 4 of this Section I I I : 
A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or 

completion rig is released, whichever is later, except that no charge shall be made during the suspension of 
drilling operations for fifteen (15) or more consecutive days. 

B. The status of wells shall be as follows: 
(1) Producing gas wells, injection w-ells for recovery operations, water supply wells utilized for water Hooding 

operations and salt water disposal wells shall be considered the same as producing welli. 
(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the 

well schedule at the time the shutdown is effected. When such a well is plugged a charge shall be made 
at the producing well rates. 

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any 
type of workover that requires the use of a drilling cr workover rig shall be considered the same as drilling 
wells. 

(4) Temporarily shut-down wells, which are not produced or w-orked upon for a period of a fu l l calendar month, 
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory 
body shall be included in the well schedule only in the event the allowable production is transferred to some 
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing 
will be counted in determining the charge. 

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even 
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production. 

(6) Wells completed in multiple horitons shall be considered •) i producing well (or each separately producing horiion, 
providing each completion is con«idrrrd a separate writ by guvernme nUi or other statewide regulatory authority. 

C. The well ralfs for producing wrlls shall b* applied tu the indi\idual Vases: provided that, whenever leases covered by 
this agreement ire operated as a unitized project, the well rales <hatl be applied to the total number of producing welk, 
irrespective of individual leases. 
The well rates shall be adjusted on the first day of April of each year following th* effective date of the agree
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the 
r i te currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum 
and Cas Production Workers for the last calendar year compared to the preceding calendar year as shown by 
"The Index of Average Weekly Earnings of Crude Petroleum and Cas Production Workers" as published by the 
United States Department of Labor. Bureau of Labor Statistics. The adjusted rates shall be the rates currently 
in use, plus or minus the computed adjustment. 

For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili
ties, and other such projects, as distinguished from the more usual drilling and producing operations. Operator 
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this 
Section I I I , shall charge the Joint Account with an additional overhead charge as follows: 
A. Total cost less than $25,000, no charge. 
B. Total cost more than 125,000 but less than $100,000, 3 «i, of total cost. 
C. Total cost of $100,000 or more._2_% of the first $100,000 plus 2 f , of all over $100,000 of total coat-
Total cost shall mean th* total gross coat of any one project. For the purpose of this Paragraph the component parts 
ot • single project shall not be treated separately and the cost of drilling wells shall be excluded. 

T. The specific rates provided for in this Section I I I may be amended from time to time by mutual agTtement between 
the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

IV. BASIS OF CHARCES TO JOINT ACCOUNT 
Subject to the further provisions of this Section IV, Operator wi l l procure all Material and services for tht Joint Prop
erty. At the Operator's option. Non-Operator may supply Material or services for the Joint Property. 

1. Purchases 
Material purchased and service procured shall be charged al the price paid by Operator after deduction of aU dis
counts actually received. 

2. Malarial furnished from Operator's Warehouse ar Othar Properties 
A. New Material (Condition "A" ) ' 

(1) Tubular goods, except line pipe, shall Le priced on a masimum carload and/or barge toad weight basis regardless of 
quantity transferred and equalized lo ihe loweat prevailing price f.o.b. railway receiving point or recognised barge 
terminal nearest the Joint Property where such Material is normally available effective at date of transfer. 
Line pipe shall be priced at the current replacement cost effective at date of tranifer from a reliable •upP'y , l o r < 
nesreat the Joint Property where auch Material ia normally available if ihe movement ia leas than 30,000 pounds. 
If the movement is 30,000 pounds or more, it shall be priced on th- ume baaia aa easing and tubing under thts 
paragraph. 
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A'hrn the (Iprmlur ha- <-i|iij!i/.nl », toil lu.iliiij: i u-ls a- |>n>tif. ,ur in Paragraph •" uf Section I I , Operator is per-
miltrd to include ten cent« (|ll« ) |«r liiinilri'd-w right un .ill lulml.ir e.MiiU fnrni-hi-il from his stocks in lieu of loading 
and unloading costs rustaiiiril. 

(2) Other Material shall be priced at the current replacement cost ot the some kind of Material, effective at date 
of movement and f. o. b. the supply store or railway receiving point nearest the Joint Property where 
Materia] of the same kind is available. 

(3) The Joint Acrount shall not be credited with cash discounts applicahle lo prices provided for in this Para-, 
graph 2 of Suction IV. 

B Used Material (Condition "B" and "C") 
(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified 

as Condition "B" and priced at seventy-five per cent (75'', ) of the current price of new Material. 
(2) Material which cannot be classified as Condition "B" but which. 

(a) After reconditioning will be further serviceable for original function as good secondhand Material 
(Condition "B") . or 

(b) Is serviceable for original function but substantially not suitable for reconditioning, shal! be classifi
ed as O-e-dition "C" and priced at f i f ty per ecu (30'; ) of current new price. 

(3) Obsolete Ma'trial or Material which cannot be classified as Condition "B" or Condition "C" shall be priced 
at a value commensurate with its use. Material no longer suitable for ils original purpose but usable for 
some other purpose, shall be priced on a basis comparable w ith that of items normally used for such other 
purpose. 

(4) Material involving erection costs shall be charger! ;it applicable percentage cf the current knocked-down 
price of new Material. 

3. Premium Prices 
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of 
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may 
charge the Joint Account for the required Material at the Opcra'or's actual cost incurred in procuring such Material, 
in making it suitable for use. and in moving * to the Joint Property, provided, that notice in writing is 
furnished lo Non-Operators of the proposed charge^jrior lo billing Non-Operators for such Material. Each Non-
Operator shall have the righl, by so electing and rrWeNing Opcralor within 10 days after receiving notice from 
Operator, to furnish in kind all or port of his share crouch Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the 
Joint Account until adjustment has been received by 0-crator finm the manufacturers or their agents. 

5. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Aieuunt fur u-e of i-quij.niei11 unit facilities at rales commensurate with cost of owner

ship ind operation. Such rates shall im Iinl<- <o«t uf iiijinti iuni i . repair*, other operating expense, insurani-e, taxes, 
depreciation, and inlrrest un investment not tu exvei il -it per m i l (d'.r) per annum, provided such rates shall not exceed 
those currently prevailing in the inuiie<li.ile urea within \. hieh tl e Juint 1'n.p. rt v is lucited. In lieu o[ rales based on 
costs of ownership and operation uf equipment, utln r tli.ni aiituinulive. Operator may elect to use. commercial rates 
prevailing in the urea nf the Juint Property le-s <: fur ju to ino t iv equipnnnt. rate- as published by the Petroleum 
Motor Tran«port Association tnav be u-ed. Kates fur l.ilmr.iturv -erviee* sh j l l nut rxreed those currently prevailing i f 
performed bv outsiile servile Mtiiraturie-. Il.iles fur tru. I . - Ir.n t..r- .mil v.ell - i r\i< m,its mav incKiH' wi^e; and eipenvs 
of operator. 

B. Whenever requested. Opcralor shall inform Non-Operators in advance of the rates it proposes to charge. 
C. Rates shall be revised and adjusted from lime to time when found lo be either excessive or insufficient. 

V. DISTOSAL OF MATERIAL 
The Operator may purchase, but shall be under no obligation tn purchase, interest of Non-Operators in surplus Condi-
lion "A'* cir "B" Material. The disposition of surplus Controllable- Material, not purchased by Operator, shall be subject 
to agreement between Operator and Nun-Operators provided Operator shall dispose cf r.crrr.al accumulations of junk 
and scrap Material either by transfer or sale from the Joint Property 
1. Material Purchased by the Operator or Non-Operators 

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account 
for the month in which the Material is removed by the purchaser. 

I . Division In Kind 
Division of Material in kind, if made between Operator ar.d Non-Operators, shall be ir. proportion to the respective 
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations. 

3. Sales to Outsiders 
Ssles to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net 
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to th* 
Joint Account if and when paid by Operator. 

V I . BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT 
Material purchased by cither Operator or Non-Operators or divided in kind, unless otherwise agreed to between 
Operator and Non-Operators shall he priced on the following busis: 

1. New Price Defined 
New price as used in this Section VI shall be ihe price specified for New Material in Section IV. 

2. New Material 
New Material (Condition " A " ) , being new Material procured for the Joint Property but never used, at one hundred 
per cent (100%) of current new price (plus sMes tax if any). 

J. Good Ui«d Material 
Good used Material (Condition "B") , being used Material in sound and serviceable condition, suitable for reuse 
without reconditioning: 
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or 
B. At sixty-five per cent (65%) of current new price i f Material was originally charged to the Joint Account aa 

secondhand at seventy-five percent (75%) of new price. 
4. Other Used Material 

Used Msterial (Condition "C"), at f i f ty per cent (507r) of current now price, being used Material which: 
A. Is not ln sound and serviceable condition but suitablv for reuse after reconditioning, or 
B. Is serviceable for original function but not suitable for reconditioning. 

I . Bad-Ordar Material 
Material (Condition "D") , no longer suitable for ils original purpose without excessive repair cost but usable for 
aome other purpose at a price comparable with that of iu-nis normally used for such other purpoae. 

I . junk Material 
Junk Msterial (Condition ' £ " ) , being obsolete and scrap Material, at prevailing prices. 

7. Temporarily Used Material 
When the use of Material is temporary and its service lo tin- Joint Property does not justify the reduction ln price as 
provided for in Paragraph 3 B of this Section V I . such Material shall be priced on a basis that wil l leave a net charge 
to the Joint Account consistent with the value ot the service rendered. 



^ 544 3 8 7 
VII . INVENTO 

Tht. aerator shall maintain detailed records of Material generally .onsidered controllable by the Industry. 
1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include 
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be 
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy 
thereof. 

2. Reconciliation and Adjustment of Inventorief 
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages 
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator 
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only 
for shortages due lo lack of reasonable diligence. 

3. Special Inventories 
Special inventories may be taken whenever there is any sate or change of interest in '.he Jcir.t Property. It shall be 
the duty of the party selling to notify all other Parties as quickly as possible after the transfer cf interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. 



EXHIBIT "F" 
UNIT OPERATING AGREEMENT 
MYERS LAKGLIE-HATTIX UKIT 

LEA COUNTY. NEW HEXICO 

ASSESSMENTS 

Tract 
No. 

SCHEDULE I 

76 

Well Location 

70 

Sec. 9-T24S-R37E 
SE/4 NW/4 

Sec. 8-T24S-R37E 

6 

NE/4 

Sec . 

SW/4 

12-T24S-R36E 
SW/4 HW/4 

33 Sec. 36-T23S-R36E 

12 

SE/4 

Sec. 

SE/4 

10-T24S-R37E 
NV/4 SE/4 

12 SE/4 SW/4 

13 Sec . 10-T24S-R37E 
SE/4 NV/4 

44 Sec. 25-T23S-R36E 
NE/4 NE/4 

80 Sec. 9-T24S-R37E 

74 

SE/4 

Sec. 

NE/4 

9-T24S-R37E 

66 

SW/4 

Sec. 

NW/4 

12-T24S-R36E 

32 

SE/4 

Sec. 

SE/4 

36-T23S-R36E 
NW/4 SE/4 

32 

68 

SW/4 SE/4 

Sec. 7-T24S-R37E 
SW/4 SW/4 

LeaBe Name and Well No. 
Working Intereat Ovner(a) 

Imperial Royalty No. 1 
Ralph Clarke 

Cooper No. 1 
Continental O i l Company 

Vau-Rhn A-12 Fed. No. 1 
Atl a n t i c Richfield Company 
Chevron O i l Company 
Continental O i l Ccspany 
A=oco Production Company 

J. R. Holt B-State No. 2 
Gulf Oil Corporation 

Mattix B Fed. No. 2 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

Hattlx B Fed. No, 3 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

Kattlx B-10 No. 1 
L. Hunt 
N. B. Hunt 
W. H. Hunt 

Carter No. 1 
Mrs. V. M. Donnelly 
Reserve O i l & Gas Conpany 

Lee Carter No. 1 
At l an t i c R i c h f i e l d Conpany 

Fo«ler Hair No. 2 
A t l a n t i c Richfield Coopany 

Toby No. 1 
Atl a n t i c Richfield Company 

Mexico D No. 1 
Skelly O i l Conpany 

Mexico D No. 2 
Skelly Oil Company 

Toby No. 1 
Skelly O i l Company 

W.I. Cvner(a) 
Assessment 

S 6,098.00 

$ 6,906.00 

$ 1,456.50 
1,456.50 
1,456.50 
1,456.50 

$ 5,826.00 

S 5,872.00 

$ 1,473.25 
2,946.50 
1,473.25 

$ 5,893.00 

S 1,455.75 
2,911.50 
1,455.75 

5 5,623.00 

S 1,476.00 
2,952.00 
1,476.00 

$ 5,904.00 

$ 3,659.00 
3,659.00 

S 7,318.00 

$ 6.4C8.00 

$ 6,423.00 

$ 6,448.00 

$ 5,843.00 

$ 5,843.00 

$ 6,307.00 

> 



Ex.-^blt "P" 
Hyen Langlle-Kattlx Unit 
Page Two 
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T r a c t 
No. W e l l L o c a t i o n 

Lease Name and W e l l No. 
Working I n t e r e a t Ovner(s) 

W . I . Ouner(s) 
Assessment 

14 Sec. 31-T23S-R37E B l i n e b r y " A " (NCT-1) No. 1 
NW/4 SE/4 . Texaco I n c . $ 5,825.00 

15 Sec. 31-T23S-R37E B l i n e b r y " B " (NCT-1) No. 3 
NE/4 SW/4 Texaco I n c . S 5,824.00 

TOTAL $ 98,561.00 

SCHEDULE I I 

27 Sec. 9-T24S-R37E C. Meyers B Ped. No. 13 • 
NW/4 SU/4 Amoco P r o d u c t i o n Company $ 1,642.00 

28 Sec. 7-T24S-R37E C. Meyers B Fed. No. 10 
SW/4 NE/4 Aooco P r o d u c t i o n Company $ 1,240.00 

28 Sec. 6-T24S-R37E C. Meyers B Fed. No. 11 
NV/4 NE/4 A.TK3CO P r o d u c t i o n Conpany $ 1,866.00 

47 Sec. 31-T23S-R37E Covden "C" 1-A 
NE/4 NE/4 Cackle O i l Company $ 4 ,794 .00 

63 Sec. 3-T24S-R37E S. J . Carr No. 1 
NV/4 SW/4 G u l f O i l C o r p o r a t i o n S 5,642.00 

35 Sec. 32-T23S-R37E S ta te JL No. 1 
NW/4 SW/4 E l Paso N a t u r a l Cas C err? any $ 2,939.00 

23 Sec. 34-T23S-R37E B l i n e b r y B Fed. No. 3 
NE/4 NW/4 Texas P a c i f i c O i l Corcpany $ 953.00 

SCHEDULE I I I 

30 Sec. 36-T23S-R36E Sta te LMT No. 2 
SE/4 NW/4 Aaerada Hesa C o r p o r a t i o n $ 15,313.00 

27 Sec. 4-T24S-R37E Mvera B Fed. No. 2 
SW/4 SW/4 Aaoco P r o d u c t i o n Conpany $ 63 ,634 .00 

64 Sec. 12-T24S-R36E Cooper No. 2 
SS/4 NW/4 A t l a n t i c R i c h f i e l d Company $ 15,563.00 

7 Sec. 28-T23S-R37E S t u a r t 29 Fed. No. 2 
NE/4 SW/4 C o n t i n e n t a l O i l Conpany $ 17,736.00 

34 Sec. 32-T23S-R37E Leonard B Sta te No. 2 
NW/4 NW/4 Great Western D r i l l i n g Conpany S 29 ,075.00 

58 Sec. 6-T24S-R37E ' ~- C a r t e r Eavea " A " No. 1 
NE/4 NW/4 ;." ; C u l f O i l C o r p o r a t i o n 

C l t l e a S e r v i c e O i l Company 
Blanche M c C a l l l a t a r 
Blanche M c C a l l l a t e r , e t a l 

$ 14,494.00 
9 ,662 .00 
2 ,415 .00 
2 .416 .00 

$ 28 ,987 .00 

3 Sec. 29-T23S-R37E LaMunyon Fed. No. 4 
NW/4 NW/4 C u l f O i l C o r p o r a t i o n $ 10 ,791 .00 

71 Sec. 8-T24S-R37K T o v l e r H a i r No. 1 
SW/4 SW/4 C u l f O i l C o r p o r a t i o n $ 17 ,768 .00 
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