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EXHIBIT .

Unit Operating Agreem
Autached to and made a_nart of el & Agreement dated . »
covering the FXK Penrose Sand Unit,-Lea -Countvs New Mexicon :

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I GENERAL PROVISIONS

1. Deflinifions
“ainl Praperty” shall mean the real and personal preoperty subjeet lo the apzreement to whicel this Aceounting Procedure

is attached.
“Joint Operations” shall mean ail operations necessary or proper for the development, aperation, protection and mainte-

nance of the Joint Property.

“Joint Aceount” shall meun the seeonnt shawing the ehargres paid and eredits received in the eonduet of the Joint Opera-
tions and which are (o be shared hy the Parties,

“Operittor” shall mean (he party desiimnated (o conduet the Joint Operations,

“Non-Operators” shall mean the Parties (o this agreement other tan the Operstor,

“farties” shall mean Operator and Non-Operitors,

“14est Tevel Supervisors” shall menn those employees whese primary funetion in Joint Operations is the direet supervision
of ather emplavees amd/or contraet nbor direetly employed on the Joint Ueaperty in o field operating capacity.
“Pochnical Mmployees” shudl mean those employees having speciad and specific engineering, gelogical or other profes-
sional skills, wnd whose prinmey function inJoint Operations is the handling of specific aperating conditions and problems
fur the henefit of the Joinl Property.

“Personal Pxpenses” shidl mear travel and other reassnable reimbursable expenses of Operatar’s enplayees,
“Material” shall mean personad property, equipment or snpplies aequired or held for wse on the Joint Property.
“Controllable Material” shall mean Material which al Lhe time is so elaasilied in the Materia) Classification Mannal as
most recently recommended by Lhe Conneil of Deteoleem Aceonntants Sovielies,

9, Stafement and Bitlinges

Operatar shall LHT Non-Operators on or hefore the Lst day of each month far their proportionate share of the Joint Ae-
count for the preceding month, Sueh bills will be aceompanicd by statements which identify the muthority for expendilure,
Tesse o facility, amd alf charres and eredits summarized by appraprinte elassifieations of investment and expense exeept
that items of Cantrollabile Materinl and nnnsusd eharges and eredits shall he sepaoenteldy identified and mlly deseribed in

detail,

30 Advanees and Paymenls hy Non-Operatlors

A Unless otherwise provided for in Lhe agreement, the Operator may require the Non-Operators to advanee their
shitre of estimated cash ontlay for the sueceeding month's operatinn within fifteen (16) days after receipt af the bill-
ingr o by the fivst day of the month for whieh the dvanee is required, whichever is tnter, Operator shall mljust each
maonthly bitting to refleel advances received fram the Non-Operidors,

B, Rach Non-Operator shall pay its propartion of all bills within fifteen (15) days after receipl, Tf paviment is not made
within stich time e unoaid balanee shall bear interest monthly at the prime rate in effeet 1t FTOST Bani{

an the first day of the manth in which delingueney orenes plus % or the maximam

contract rate peemitied by Lhe applieable usury Inws in the state in which the Jaint Property is loeated, whichever
is the lesser, plus altorney’s fees, courl costs, aud other costs in conneetion with the eolleelion of vopaid amonnts.

4, Adjustments

Payment of any sueh hills shad! nat predice the right of any Non-Operator o protest or questian the correetness thereof;
pravided, however, all bills and statemenlts rendered to Non-Operators by Operator during any catendar year shall con-
clusively be presumed Lo be true and correel after Lwenty-fonr (24) months follawing the end of any such ealendar year,
tinless within the said twenty-Tour (24) month period a Nan-Operator takes written exeeption thereto and makes elaim on
Operator for adjustment, No adjustment favorable to Operator shall he made nnfess it is made within (he same preseribed
period, The pravisions of this parageaph shall not prevent adjustments resolling fraom a physieal inventory of Controllable

Material as provided for in Secbion V.,

COPYRIGIHT? 1985 hy the Couneil of Petroleum Accountants Socicties.
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5. Audils

A, A Non-Operator, upon notice in writing to Operator and all ather Non-Operators, shall huve the right {o audit Opera-
tor's neconnts and reeords relating to the Joint Account for any enlendar yenre within the Leenty-four (24) month
periotl fllowing the end o sueh enlemtdnr year; pravided, hoviever, the making of an andit shall not extend the time
for the Laking of wrillen exeeplion o and the adjnstments of acentints as provided far in Pavagenph 4 of this Seetion
1. Wheee there are Lvs or more Non-Oparalors, the Non-Operators shall make every reasonable offort to ennduet o
Gt andit in oo ezaener whieh will restll in aminimum ol inconvenionee ta the Onertor, Operatare shall hexe na paes
tion of the Non-Operidars” sudit cost inenered ander Whis paegoenpds aindess apreeed to by the Operator, Phe awldils
shall nat he condneted nore (han onee eaeh year without prior appraval of Gperator, exeepl upon the resignation me
removal of the Opeeator, and shall be nude at the sxpense of these Non-Onerators approving sueh audit,

. The Operator shall veply in weiting Lo an audil report within 180 days after reeeipt of sueh vepart,

{i. Approval By Noon-Ogqerators

Where an approval ar other aoreement of the Parties or Nan-Operators is expressly cequived noder other seetions of this
Aceomnting Procedure and if the agreement {o which this Acconnling Procedure is atlached containg no conbrary provisions
in repard thereto, Operator shall nolify all Non-Operadors of the Operator’s proposal, and the agrecement ar approval of
a mjority in interest of the Non-Operators shall be controlling an wll Non-Operidors,

1L DIRECT CHARGES

Onerator shall charge the Jainl Aceount with the following flom:

1. Beolagieal and Maviranmen al

Costs incurred far the benelil af the Jointd Property as a vesull of governmenlal av repulatary reaquirements to sulisfly environ-
mental considerations applicable to the Joink Operations, Sueh costs may inelude surveys of an eenlprival or archacologienl
natitre and pollubion contral procedures as vequived by applicable Bues and regnintions.

2 Nentals and Rovaltios

Loease rentals and rovanlGes paid by Qperator for Che Joint Operations.

1. Labor

A, (1) Sataries and wagzes of Operator’s field employees divectly emplayed on the Joint Droperty in the conduet of Joint

Operations,
(2) Salaries of First Level Sopervisors in the field.

(3} Sudaries and wages of Teehnicad Fmployees divectly emplaved an the Jainl Preaperty if suel eharees are exeluded
from the yverhend rates.

dgrned ta and direetly employoed

hewmt rates,

(1) Sularies and wagrns of Teehnienl Bmployees either temporarily or permanently
in Lhe operalion of the Joint Peoperty if soeh charpes are exelmlod from the nven

tion, siclness and disahitity henelits and othee castamaey dlowancees paid fo employees
eeahle (o the Joint AceonnC under favapreaph 34 of this Seetion 1, Soeh costs undor
ar by “percentagce assessment” on the amount of

. Operator's cost of holi
whaose saliries and weyg '
this Paeageeaph 313 may be charged on a0 “when and as paid ha
salaries and wares chargeable to the Joint Acconnt umder Parngeaph 30 of this Seetion LI pereentagre assessmoent
is vsed, the rale shall be based on the Operator's enst experienee,

C. Bependitirees or conteibations made pursuant. fo assessments imposed by governmental aothority which are applicable
to Operntor's costs chargaable to the Joinl Aveonnt vnder Parapreaphs 3A and 300 af this Seetion 11,

1. Personal Fxpenses of those employees whese silarion and weyres are chavgeable to the Joint Aveonnt undor Paragraph

HA of this Section [1,
4. Fmplovee Benefils
Operatar's enerent easts af estahlivhed plang for emaplayees” greonp Hife insarance, hosnitalizadion, pension, retirement, stoek

s of o tike wdure, apphieable to Operdors Inbor cost chaegonhle ta the Joing
selion 1T shadl be Operator’s actim! cost not to execed the pereenl most revents

purehase, theifl, bonos, and o her benefit pho
Aceonnt nnder Parmpoeaphs 34 and 205 of Lhis
ly recommended by the Conneil of Pelrolenm Aceountants Sacietios.

h. Miterial

Afaterinl purehased or furnished by Operator for use on the Joink Prapecty as provided nader Section 1V, Only suel Material
shall bes parehased for ar tean derved Lo the Joint Droperty as ey e vequivet] Tor immedinge use aned s veasonably praelieal
ith officient and ceonsmienl pperations, The necumalzalion of sieplos sloeks shal) beoavoided,

nd eonsistenl

G, Treansportation

Pransporiadion of cmplovess aml Malerin) necessary for the Joint Operations but sohjeer fo e followings miiations:

AL I Materind is maved (o the Joint Property from the Operator's warehouse or ather propertieg ne el shall be male
ta the doinl Aceount for o distance gerenter han the diglanee from the neeest relinble supply stoee wheree like material
is normally available ar railway roceiving poinl nearest the doinl Property nnless agereed G by the Pareties,
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11 surplus Material is moved to Operalors warchouse oy sther starize point, nn eharge shall be made to the doint Ae-

B' . .
cotnt for a distance greater than the distanee to the nearest reliable supply store where Tiee materind is normally
available, or railway receiving poinl nearest the Joint Cropoerty unfess agreed to hy the Pucties, Nao chargre shadl be
made Lo the Joint Acconnt for moving Material Lo other properties belomeing to Operator, unless mgereed to by the
TPurties.

C. Tn the applieation of subparagraphs A and I above, the option to equalize or charge netual Lrueking enst is aviilable

when the netnad eharge is $100 or less oxeluding secessorial charges, The 3400 will be adjusted to the amount moxst
recently recommended by the Couneil of Petroleum Accountants Sucicties.

7. Serviees
The cost of contraet services, equipment and ulilities provided by oulside sources, exeepl services exelnded by Paragraph
10 af Section 1] and Paragraph i, ii, and iii, of Section 111, The cost of professional eonsullant serviees amd contract ser-
vices of Lechnicr! persannel directly engaged on the Joint Property if such eharges are exeluded from the overhead rates,
The vost of professional consultant services ar canlracl services of technieal personnel not diveetly enpged on the Joint
Property shall not be charged la the Joint Account unless previously agreed to by the Parties,

8. Bavipment and Faeilities Furnished Ry Operalor

Operator shall charge the Joint Account for use of Operator owned equipment and fueilities al rates commensurate
with eosts of ownership and operation, Sueh rates shall inelnde costs of maintenanee, repitivs, ather operating expense,
insurance, taxes, deproeialing, and inlerest on gross investment less aceumulated depreeiation not to execed
Cpereent (%) per annum, Sueh rates shall not exceed average commereind rates corrently pre-
vailing in the immediale aren of the Joinl Property.

A.

B. Inliew of charges in paragraph 8A above, Operalor may elect 1o nse averagre commercial vates prevailing in the immerdi-
ale arren of the Joinl Properly less 20%. For aulomotive equipment, Operator may eleet b use rales published by Lhe

Potroleum Motor Transporl Association,

9. Damages and Losses to Joint Traperly

All ensts or expenses necessary forr the repair or replacement of Jaint Property made necessarey heenuse of damages or losses
inenrred by fire, Mond, storm, thelt, aceident, or other eanse, except those resnlting from Operator's gross negligence or
willful misconlnet, Dperator shall furnish Non-Operator written notice of damagres or Josses incurred as soon as practicable
after a report thereol has been received by Operalor,

10, Legal Bxpense

Ixpense af handling, investigating and settling litigation or claims, diseharging of liens, payment of judgements and
samomnts paid for settlement of elaims inenrred in ar resalling from operations under the wrreement ar necessary to protect
or reeover Lhe Joint [Property, except thal no charyge for services of Operator’s legal stall or fees or expense of outside allor-
neys shall Lie made anless previensly agereed o by the Partics, Al other legal expense is considered 1o he eovered by Lhe
overhend provisions of Section 11 unless oLherwise agrewd Lo by the Parties, exeept as provided in Seetion 1, Parageaph

B3

11, Taxes
AN Laxes of every Kind and nature assessed or levied apon or in connection with the Joint Property, the aperation thereaf,
or the production therefrom, and whiceh taxes have been paid by the Operator for the henefit of the Tarties, I the ad vido-
rem Lrxes ave based in whole or in part apon separeale vitbuabons of eieh party’s working inferest, then natwithslanding
anythinge to the contrary herein, chiarges to the Joinl Aceotnt shall he made and paied by the Parties hereta in accordanee
with the Lax value generiated by eaeh parkys working interest.

12, Insurance
Net premitms paid for insneance required to be earried for the Joint Operations for the protection of the Partes. In the
event Jaint Operations are condueled in astate inwhich Operntor may act as self-instrer for Worker's Componsalion and/
or Bmployers Linbility nnder the respeetive state’s fues, Operalor may, at its eleetion, inelnde the risk under ils self-
insurancee pragream and in that evenl, Operalor shall include o chirge 2L Operator's cost not o exeeed manual rates.

13, Alandonment and Reclamation

Costs inenrred for ahandonment of the Joinl Property, including costs requived hy povernmental or other repulatory

anthority.

14, Communiealions
tems, ineluding radio and
ytems servimge the Jaint

Cost of acquiving, leasing, installing, aperating, repairing and maintaining communienlion s
mierowave Gacilitios dircetly seeving the daint Draperly, Tn the svent commnieation eilitios/
Property aee Operidor awned, cluteges lo the Jaint, Accaunt shall be e as pravided fo Pargaenph 8 of this Seetion 1,

15, Other BExpendilures

Any ather expenditore not cavered or dealt with in the faregaing provisions of this Seetion 1, or in Seetion T and which
is of direct benefit to the Joinl “roperty el s incorred by the Operator in the pecessiiey amd propee enndiel of the Jnint

Operations,
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HNLOVERTEAD

1. Overhend = Deilling and Preaduacing: Operalions

. Ax eompensatinn for administealive, supereision, office services and warchonsing costs, Operator shall chargee drilling
antd producing operstions op aither:

aragreaplt TA, or
i, Pavgrenph 10

peed Lo hy the Darties, sueh chargre ghall be in oo of con
whle buredens and expenses of all personng), exeept these direelly charpreable under Paragraph

(%) Mixed Rate D
{ ) Pereentnyre B

s af alf offices and snlaries

Unless otherwise @

o wigros plos appli
A, Seetiong L Phe enst amd expenye of serviees front antside sourees in connestion with mmilers of Goeation, traffie,

necomnling o matlers before o involving gavernmental sgrencies shall be considered as ineladed in the overhend eates
provided for in the abave seleeted Paraggrapl of this Section 1 unless such conl and expense are agereed ta by the

Parties s o diveet chargee o the Joint Account,
agrest and Porseud spenses of Teehniend Faplopecs and/or the east of professional eonsollant services

i, The sadaries

and contrael serviees of teehnieal personnel dircelly employed on the Joinl Property:

() shall be eovered hy the averhead rates, ar
{ ¥ shall not be coveret] by e averhend rates,

Phe salaries, wagres and Personal Fxpenses of Teehnieal Baiplayecs and/or casts af professional consultiant services
and eontract serviees of teehoieal pergonnel either temporarily or pernuanently assigned to and divectly employed in

the operation of the Joint Property:

{ ) ahatt he eovered by the overhend rates, or
( X) shall not be covered by the overhem) rates, An operator fee of $350 .00 per dav shal

A, Ovoernend -%Rﬁn%&nt?gn—l:}istEd annually per paragraph 3 below
(15 Operstor shalt ehargee the Joint Aveonnt ab the folloveing rates per well per montle
Deitling Well Rute 5 000,00 _(one month minimum)

(rorated For Tess than o Ml month)

Peodueing: Well Rate $320.00_(for produc ing and water injection wells)
(2 Applicalion of Overhend ~ Fixed $ale Rosis shatl Due ns follswe:

(1) Drillinge Well Rate

(1) Charges T deil ing wells shall hegin on e date the well i sprdeded and teeminate an the date the deitl-
e vy campletion vigs, or other anils vsed in enmpletion of the well is releaserl], whichever s Inter, exeept
thal no ehiarege chall be mede duving suspension of deilling se complelion operstions for fifteen (15) nr

mnre eonseeutive catendioe daye,

(2 Charepes for wells undergoing aony type af warkover ar recampletion fae o period of five (53 romsoeilive
all he mude ot the deitling well rale, Sueh eharpres shatll be applivd for the perind
ionz, with i or olluer anils nsed inowerkover, eommenee throwdr date of riy

pension of operafiong v {ifteen

waork days or mare
Frons dale warkneer opre
ar other unit relense,
{15) or more conseeative eslendar days,

sepb Chat no cluege shadl Dheomeaede duringe

thy Praducinge Woll Rates

(1) An aetive well cither produced or injected ints S any partion of e month shall he considered as o one-
woell eharepre for e entire month,

() Paeh aetive campletion ina multiccampleled well which praduction s nal campingled dowen hale shall
he cansidered s oneavell ehargee providing eael compdetion i eonsiderad o sepnrale woll hy the yroverp-
gz eepculataey anthorily,

() A sstetive ggas well shul in boestse of overproadeelion or failtee of ppoehaser o talie te peoduaetiong shalt
fae constderad s oneswell ehaegre providing e o well B dbmeetly connteter] to o porncment snles
ontlel.

(1) A npeawel) eharpe shall beomade for the mopth in whieh phugeame ol shandonment sperations are eom-
pleted on any weell, Mhis one-well eharge shall be natde whether or not the well has pradues! exespt when

dritlings well rate applies,

{0y All othey innetive wells (ineluding ol pol Jimited to innetive wells coversd Hy npit allaseable, Jease abow-
alrle, tegnsforeed allowsdile, eled shzdt nal quadifly fae an averliond eloeee,

() The well rates shall he s djusted ag of the firsl day of April each vear following the offeclive date of the apreoment
s ehtielt Uiis Acenunting Proceduace i attached, The adjistoent shudl be compoted by guntiplving the sde etoes

rently inose by the pereentage inerense ar deerease In the average weekly exenings of Urnde Petrolemn and (Gas
s preeeding ax shown by the ndex

wed by the Thndted SGates
¢ pobiisdied by Siatisties

Praduetion Warkers for the lash ealendar yanre conpioed lo Lhe palomlare y
uf svnengee weekly enrnngs of Cende Petrobieum and Gas Produetion Wl
Diepartment of Tabor, Sorenn of Labie Slatisties, or the equivadent Canndinn indey
Canzeda, as spplicahle, The adinsted eates shadl e the eates eaecently Ginomse, plus or sones e computed ads

as publi

Justanent,
15 Overhend - foresnlagee Hoais

11}y Opertor shall eluveee the doint Acenunt al the follmvinge sales:

-
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{2} DNevelapment

Pe-cent { %Y of the cost of development of the Joint Property exelusive of costs provided

under Parngreaph 10 of Seetion 11 and al) salvage eredits,

(L) Operating

Percent ( o) of the eost of operating the Joint Properly exelusive of costs provided under
Uaragraphs 2 and "0 of Section 11, all salvagre evedits, the vadue of injected substanees purehased for secondary
recovery and all taxes and assessmoents whieh see levied, assessed and paid spon the mineral interest in and
Lo the Joint Property,

Applieation of Overhend - Pereentage Basts shall he as folows:

¢

For the purpose of determining eharges on a percentagre basts nnder Parngraph T of this Section 1, develapment
shall inelude all eosts in conpection with drilling, redeilling, deepeningg, or any remedial operations on any or all
wells involvinge Lhe nse of drilling rig and eres eapable of drilling 1o the producing interval on the Joint Prop-
erly; also, preliminary expenditures necessary in preparation for deitling and expenditures incurred in abandoning
when the well is not campleted as o producer, aml original eost of eonstrnetion ar instadlation of fixed assets, the
expansion of fixed assets and any olher projeet clearly diseernible as o Mxed assel, oxeept Major Construetion as
defined in Parngreaph 2 of this Seetion T AN other cosls shatl be considered as operating.,

2. Overhead - AMujor Construelion TO BE NEGOTIATED

T'o compensate Operator for overhead costs ineurred in the eonstruetion and installubion of fixed assets, the expansion of
fixed assets, and any other projoet clearly diseernible as a fixed asset n\quiu-nt for Lhe development and aporation af the
Jaint Property, Operator shall either m‘;vntf'xlc a rate prior o the beginning of constraction, or shall eharge the lnmL
Acenunl for overhend Dased on the following rates for any Miugor Constrnetion projeet in exeess of § :

A ol first $100,000 or total cost if less, plus
By e Wenl ensts inex cess of $100,000 hut less than S1,000,000, pshis
Co Yool eosts in exzess of $1,000,000.

Total cost shall mean the grross cost of any one projeel, For the porpose of this pugreanh, the camponent. parts of o sinple
project shall not be treated seaarately and Lhe enst of dritling and workover wells and artificial it equipment shatl be

exeluded.

4. Calastrophe Overhend

To compensate Operator for overhead costs ineurred in the event af expenditures resalting from a single occurrence due
to oif spill, Mlowout, explosion, (ire, storm, hurericane, or ather entistrophes ag agoreed to by the Parties, which are necessary
1o vesiore Lthe Jaint Property te the equivident condition that exisled prioe to the event eansings the expenditnrees, Operator
shul] eilther negotiate i pute prior te charpinge the Joint Aceaunt or shall eharege the Joint Account for overhend haged on
the following rates:

Ao %oof total costs througrh $100,000; plas

B %ol Lota! cosls in exeess of $100,000 bul less than $1,000,000; plus

% of lota] costs in excess of $1,000,000,

Co—

Expenditures subjeet to the overheads above will not e reduced by insmranee reepveries, and no ather overhead provi-
siong of this Seetian T shall apply.,

4. Amendment of Rales

The overhend rates provided for in this Seetion T may e amended feom Lime te Gote ordy Dy noatead apecement hetaeen
! ; v Iy [
the Partios herela if, in practice, the rades aee formd to be insuffietent ar exeessive,

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

Operatar is responsible for doint. Account Materiad and shall make praper and timely charges and cradits for ol Material niave-
ments alfeeting the Joinl Property. Operator shall provide all Malerial for nse on the Joint Draperty; himvever, at Operator's
oplion, sueh Materind may be supplied by the Non-Operator, Operator shadl make timely disposition of idle amldfor snrplos
Material, sueh disposal being made either through sale to Operator ar Non-Operator, division in kind, or sile o snisiders.
Operitor may purehase, but shall be under no obligation o purchase, interest of Non-Operators in surplus condition A or B
Malerial. The disposal of surplus Controllable Materiad not purchased hy the Operator shall be ngeeeed to by the Parties,

1. TPurchases

Materinl purchased shiall he chargeed at the price paid by Operator after deduction of all diseounts received, In ease of
Material found 1o be defeetive or returned Lo vendor Tor any ather reasons, eredit shall be paeseld to the Jaint Aceoaunt
when adjustment has been received by the Operator,

2 Teansfers and Dispositions

Materind furnished to the Joint Property and Material transleered Tram Dhe Jainl Praperly ar dispased of by the Operator,
unless sthervise sgereed In by the aeties, shall he priced on e Tollowing hasis exchisive of easl diseonnts:
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A. New Material (Condition A)
(1) Tubular Coods Other than Line Dipe

Laa nehes O and tarprer, oxeept Hine pipe, shall be priced at Eastern mitl published

! ol dale of mavemend plus Lransporlabion enst nsing the SO000 pomd eartond
weigght basis (o the railway veceiving painG neavest the Jaint frapoety for which poblishied vl vates for
tubulay goods exist, 1 the 80,000 pound rail rate is not of fered, U 70,000 pound or 90,000 pound rail rate
mity e nsed, Preight eharges for tling will be caleudated from Loarain, Ohio and ensingg feam Younpstown,
Ohin,

(b)Y For geendes which ave specinl 1o one mill only, prices shall be campusted at the mill base of that mill plus teans-
pariation eost from that mill to the railway veceiving point nearest the Joind Praperty as provided above in
Parageraph A1), For teansportation cost from paints olher than iastern mills, the 20,000 pound 03 Pield

satitte teuel rate shal be ased,

{n) Tubular goods, si ‘
enrtotd ase pric ffoel ve s

Haulers Associtlion inle
(e} Speeiad end finish tululare goods shall e priced at the lawest published outel-stock price, Lol Honstan,
Texns, plis transportatian cost, nsing il Fiehd hanlers Assoeiation interstate 30,000 pound teaek rate, Lo
the ruilwny receiviag point neaeest the Joint Properly,
ineh D) shall b priced al the lowes! publdizhed nut-afstoek peives Lo,
i, nsingy Che O Feld {fanfers Assoeiation interstae trnek rale per weight
1y receivings poinl neaxrest the Jotnd Praperty.

(11} Macaroni Labing (sive Jess Uhan 2%
Lhe supplier plos ransportation o
of tliinge Lransforred, Lo the rathe

(3 Line Dipe

$ineh and gver) 20000 pounds or mnre
aph ALDCY as provided ahove, Frejght

(a) Line pipe movements (exeept vize 24 inely O and Lrger with wal
shall be priced under provisions of tobular goods pricing in Paragy
eharpres shall be eafeulated from Lorain, Ohio,

(b) Line pipe movements (except size 24 el ON and Burger with walls 3 inelr and over) less than 20000 paunds
shall be priced al Bastern mill published enrlnad base prices effective as of dale of shipment, plus 20 poreent,
Mus transpartalion costs hased on (reight rales as set forth nnder pravisions of (ubulae moads pricing in Para-
graph A1) as provided above, Freiphl eharpes shall he ealeulated Trom Lovain, Ohin,

{e) Line pipe 24 ineh OD and over and % ineh wall and Targer shall be priced Lo, the point of mannfacture
at current new published prices ples tamsportation cost to the wiilway reeciving paint neavest the Jdaint
Property.

{d) Line pipe, including fahrieated line pipe, drive pipe and eonduil not Yisted on published price Yists shall he
priced ab quoted prices plus freight to the railway receiving point neeest the doint Praperty or ol prices
agererd (o by the Parlies,

as Ninted by nrelinhle supply

iCapplieable, to the railway

in effect ol date of movemen

(3} Other Matertal shall e priced at the envrent new price
store nearest the Joing Property, or paint of manufaeliree, plus trangportation eos
receivings poinl nearest Lhe Joint Property,

Unnsed new Material, exeept tubulae poads, moved from the Joint Praperty shall be prieed af the careent, new
price, in effoet on dade of movement, as Disted by a reliable supply store neavest the Joint Property, or paint of
ntnufieture, plus beansportation costs, if applicable, ta the cailany receiving point neweest the Joit Draperty.
insed new tubulars will e peieed s provided above in Parapereaph 2 A (1) and (D).

(4)

1 Gondd Userd Material (Condition 1)
Materind in sound aned serviceable condition and suitable for revse withoul reconditioning:

(13 Malerinl maved (o the Joirt Proporty

AL seventy-five pereent (70%) of current new price, as determined by Parageeanh AL

(23 Material used on and mnved from the Jaint Mroperty

(1) AL seventy-five peecent (702 of errvent new priee, asodetermined by Paeagreaph A0 Material was ovipinally
eharged o the Joinl Avconnl as new Material e

(1 At sisty-five pereent (G5%) of enrrent new price, as determined by Daengeandy AT Materind was oripginally
charged ta the Jainl Account ag ased Muderiad,

(1) Material not used an and noved fram the Joint Dropercty
Al sevenly-five percent (TV5) of cuevent new price as delermined by Pavapreaph A,

The east of reconditioning, f oy, sholl be ahsarhied by the Lranslerrings praperty.

C. Other Used Materiad

{1} Condition
Material which is nol iy seoond and servieenhle eondition al nol suitable for it oriinal fonetion unlil after reeon-
ditioningg shall be priced vt Gty pereent (509) of current new price as determined by Mfavngreaph AL The enst of
reeopdilioning shadl he chargasd tn (e receiving property, provided Conditisn Covaloe plas eost of reconditioning

does not exered Condition {3 vihie.

-
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(2) Condition D
Material, exeluding junk, no fonger suitable for its original purpose, hul asable for some other purpose shall be
priced on a bagis coramensurate with its use. Operator may dispose of Condition 1) Material under procedures
normally used by Operator withoul prior appraval of Nun-Operalors,

(1) Casing, tubing, or ¢rill pipe nsed as line pipe shall be priced as Grade A mud B geamless line pipe of com-
sing, tubing or drill pipe utilized as line pipe shatl be priced at used tine

yand weight, Hsed ¢

parabile
pipe prie

{b) Casing, hing or drill pipe used as higher pressure serviee lines than standard line pine, eqn power oil lines,
shall be priced under normul pricing procedures for easing, tubing, ar drill pipe. Vpset tubular goods shall
be priced onoonon apsel hasis,

(1) Condilion 4

Junlk shall he priced al prevailing prices, Operator may dispose of Condition I5 Material under procedures nor-
mally utilized by Operator withoul prioe approval of Non-Operators,

0. Ohsolete Material

Material which is servicealle and vsable for its originad Mmnetion bt condition aoud/or valoe of sueh Material is not
equivalent Lo thal which would justify a price as provided ahove may be specinlly priced as agreed to by the Parties.
Sueh price should resull in he Joint Aceonnt being eharged wilh the valve of the serviee rendered by sueh Material,

15, Pricing Conditions

(1) Jaading or unloading costs may he charged to the Joint Aceount al the rate of Lwenty-five conts (252) per hundred
weigght on all tubnlar goods movements, in lion of aclonl Inading or unlonding eosts suslained ab the sloeking
point. The ahave rale shall be ndjusted as of the first day of Aprid each year ollowing January 1 1985 by the same
percentiyre inercase or deerease nsed to adjust overhead rates in Section HI, Paragraph LAGH, Buch year, the
vate ealentated shall be rounded (o the nearest cont and shall he the rate in effect until the fivst day of Aprif next
year. Such rate shall be published each year by the Conneil of Petrofeum Aceonntants Societies,

2) Material involving ercetion costs shall be elarped al applicable pereentage of the cirvent knoeked-down price of
new Material,

N Premivin Prices

Whenever Materinl is not readi’y obfainable at pnblished ar listed prices beennse of nalionad emergencies, strikes or other
wnusual enuses over which the Operator has na eontrol, the Operalor may charge the Joint. Aceount for the required
Miderial al the Operator's actual eost inenrred in peaviding sueh Material, in maldnge it suitable for use, and in moving
it ta the Joinl Property; provided nolice in writing is furnizhed to Non-Opeeators of the proposed charge prior to billing
Non-Operalors for such Material, Fach Non-Operator shall have the ripht, by so eleeling and notilying Operalor within
ten days after receiving natice frant Operntor, to fuenish e kind ! or part of Jus share of such Material suitable for use

and aceeptable to Operalor.

4. Warrantly of Materiad Furniched By Operiador

Turnished, Tn ense of defeetive Matertnd, eradit shall qot he passed to the Joint

Operatar does not wareegnd the Mader:
Account until adjustment has been veceived by Operatar fromy the manufaeturers or theie agrents,

VOINVENTORIES

The Operatar shad! maintain detailed recards of Contrallnlile Material,

1. Poriadie Inventories, Nolice and Represeniation

AL reasanable intereals, inventories shadl he taken by Operndor of the Joint Aveonnt Conteollable Material Written notiee
of intentinn to take invenlory shall be wiven by Operator af teast thivty G0Y days befare any inventory is 1o begin so that
Non-Operalors may he represcoled when any inventory is Inken, Faihire of Non-Operators to be veprosontod sl an inven-
tary slizd] bind Non-Operatars to steeept the invenlory Laleen by Operator,

R Reconeilintion and Adjustment of Invenfories

Adjustments to (he Joint Acconnt resulting from the reconcilintion of a physical inventory shall he made within six
months fllewing the alking of the inventary, Inventory adjustments shall be made by Operator to the Joint Acemmt for
averapes and shortagees, bat, Operator shall be held aeeauntable only for shorbmes die 1o ek of rensonable dilipensee,

N Specianl Inventories

Speeial inventories may be taken whenever there is any sale, change of intevest, or changre of Operator in the Joint Property,
1L shall De the duty of the parety selling to nolify all other Parties as guickly as possible after the transler of interest takes
plaee, In sueh eases, both the seller and the porehaser shall e governed by sueh inventory. In eases invalving a change

af Operatar, 1) Parties shall be governed by sueh invenlory.

4, Fxpense of Conduefing Invenfories

A, The expense of condneling perisdie invenlaries shall not be charged o the Joint Avconnl nnless yereed o by the

Pirties,
The expense of condueting spoeind inventories shall e ebarged Lo the Partios regnesting such inventories, exeept in-
ventories reguired due te eliangre of Oporator shall he eharged to the Joint Acemimt,




Exhibit “F”

ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT dated
, 2002 covering the EK Penrose Sand Unit, Lea

County, New Mexico

INSURANCE

Operator shall at all times during the term of this Agreement
carry insurance tc protect the parties hereto as follows:

1. Workmen's compensation and occupational disease
insurance, as required by the laws of the state or
states in which operations will be conducted, and
employers liability insurance with a limit of not less
than $100,000.00.

2. Comprehensive general public liability insurance, with
contractual coverage, and amount of $500,000.00 for
each occurrence for personal injuries and death.

3. Automobile public liability insurance covering all
automotive equipment used in performance of work under
this Agreement in the amount of $500,000.00 for each
person and $500,000.00 for each accident for personal
injuries and death, and $500,000.00 for each accident
for loss or damage to property.

All premiums paid on such insurance shall be charged to the
joint accounzt. BExcept by mutual consent of the parties, no
other insurance shall be maintained for the Jjoint account,
and all losses not covered by such insurance shall be
charged to the joint account.

Operator shall not be liable to Non-Operators for loss
suffered on account of the insufficiency of insurance
carried, nor shall Operator be liable to Non-Operator for
any loss accruing by reason of Operator’s inability to
provide or maintain the insurance abovementioned; provided,
however, that if at any time during the life of this
agreement Opsrator is unable to obtain or maintain such
insurance, Operator shall promptly notify Non-Operators in
writing of such fact.



