UNIT OPERATING AGREEMENT FOR
THE DEVELOPMENT AND OPERATION
OF THE
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case Nos. 12964/12983 Exhibit No. 3
Submitted by:
Seely Oil Company
Hearing Date: Januar Yy 9, 2003




UNIT OPERATING AGREEMENT
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

INDEX
ARTICLE
CONFIRMATION OF UNIT AGREEMENT
1.1 Confirmation of Unit Agreement
EXHIBITS
2.1 Exhibits
2.1.1 Exhibits "A", "B", and "C"
2.1.2 Exhibit ”D”
2.1.3 Exhibit "E"
2.1.4 Exhibit "F"
2.2 Revision of Exhibits

SUPERVISION OF OPERATIONS BY WORKING INTEREST
OWNERS
Overall Supervision
Particular Powers and Duties
Method of Operation
Drilling of Wells
Well Workovers and Change of Status
Expenditures
Disposition of Surplus Facilities
Appearance Before A Court or
Regulatory Body
Audits
Inventories

O U W N

NN NN N

W w wwwwww

.

W W Wwwwww
NS SN ST S R CC I AS T AN

.
= O

Technical Services

0 Appointment of Committees
1 Removal of Unit Oberator
Enlargement of Unit Area
Adjustment and Reédjustment of
Investments
3.2.14 Termination of Unit Agreement
MANNER OF EXERCISING SUPERVISION

Designation of Representatives

[
N

[
w

Meetings

1 Voting Interest

.2 Vote Required

3 Vote at Meetings by Non-Attending

Working Interest Owner

4.3.4 Poll Votes
INDIVIDUAL RIGHTS AND PRIVILEGES OF WORKING
INTEREST OWNERS

5.1 Reservations of Rights

1
2
.3 Voting Procedure
3
3
3

PAGE

o s W W W W NN ND DN N [N S R i anl i o

I3, BT W O N N NN



10

11

UNIT OPERATING AGREEMENT
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

INDEX
ARTICLE
5.2 Specific Rights
5.2.1 Access to Unit Area
5.2.2 Reports by Request
5.3 Undrilled Locations
UNIT OPERATOR
6.1 ) Initial Unit Operator
6.2 Resignation or Removal and Selection of
Successor
POWERS AND DUTIES OF UNIT OPERATOR
7.1 Exclusive Right to Operate Unit
7.2 Workmanlike Conduct
7.3 Liens and Encumbrances
7.4 Employees
7.5 Records
7.6 Reports to Working Interest Owners
7.7 Reports to Governmental Authorities
7.8 Engineering and Geological Information
7.9 Expenditures
7.10 Settlements
7.11 Nondiscrimination
7.12 Mathematical Errors
TAXES
8.1 Ad Valorem Taxes
8.2 Other Taxes
INSURANCE
9.1 Insurance
9.1.1 Insurance
ADJUSTMENT OF INVESTMENTS
10.1 Personal Property Taken Over
10.1.1 Wells and Casing
10.1.2 Well and Lease Egquipment
10.1.3 Records
10.2 Inventory and Evaluation of
Personal Property
10.3 Investment Adjustment
10.4 General Facilities
10.5 Ownership of Personal Property
and Facilities
DEVELOPMENT AND OPERATING COSTS
i1.1 Basis of Charge to Working
Interest Owners
11.2 Budgets

11.3 Advanced Billing

PAGE

Ao G»nW»;

O W MW@ @O@WMMO®MMOD-=J] I I TN N

10
10

10
10

10
10



13

14

15

16

17

18

19

20

21

22

ARTICLE

11.4
11.5
11.6
11.7
11.8
11.8.1
11.8.2

12.1

13.1

14.1

14.2

15.1
15.2 -

16.1

17.1

18.1

18.2

19.1
19.2

20.1
20.2

21.1

21.1.1
21.1.2
21.1.3
21.1.4

22.1

UNIT OPERATING AGREEMENT
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

INDEX

Commingling of Funds
Lien of Unit Operator
Unpaid Unit Expense
Wells Drilled by Unit Operator
Uncommitted Royalty
Burden of 1/8th Royalty
Burden of Excess Royalty and
Other Interests
OIL IN LEASE TANKAGE ON EFFECTIVE DATE
Gauge of Merchantable 0il
OPERATION OF NON-UNITIZED FORMATIONS
Right to Operate in Non-Unitized
Formation '
TITLES
Warranty and Indemnity
Failure Because of Unit Operations
LIABILITY, CLAIMS AND SUITS
Individual Liability
S5ettlements
INTERNAL REVENUE PROVISION
Internal Revenue Provision
NOTICES
Notices
WITHDRAWAL OF WORKING INTEREST OWNER AND
CREATION OF NEW INTEREST
Withdrawal
Creation of a New Interest
ABANDONMENT OF WELLS
Rights of Former Owners
Plugging
EFFECTIVE DATE AND TERM
Effective Date
Term
TERMINATION OF UNIT AGREEMENT
Termination
0il and Gas Rights
Right to Opetéte
Salvaging Wells
Cost of Salvaging
COUNTERPART EXECUTION
Execution by Separate Counterparts or
Ratifications

PAGE

11
11
11
11
12
12
12

12
12
12
12

13
i3
13
13
13
14
14
14
14
14
15

15
15
15
15
16
16
16
16
1%
16
16
17
7
17
17
17



UNIT OPERATING AGREEMENT
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

INDEX
ARTICLE PAGE
23 SUCCESSORS AND ASSIGNS 17
23.1 Successors and Assigns 17

EXHIBIT "D" (Summary of Ownership by Working Interest Owner)
EXHIBIT "E" (Accounting Procedure)

EXHIBIT "F" (Insurance Provisions)



UNIT OPERATING AGREEMENT
EK PENROSE SAND UNIT
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as of the day of , 2002, by and between

the parties who execute or ratify this Agreement;
Witnesseth
THAT, WHEREAS, the parties hereto as Working Interest Owners have executed as of the
date hereof, that certain Unit Agreement for the development and operation of the EK Penrose
Sand Unit, Lea County, New Mexico, hereinafter referred to as “Unit Agreement”, and which,
among other things, provides for a separate agreement to be made and entered into by and
between Working Interest Owners pertaining to the development and operation of the Unit Area

therein defined;

NOW, THEREFORE, in consideration of the mutual agreements herein set forth, it is

agreed as follows:
Article 1
CONFIRMATION OF UNIT AGREEMENT

1.1 cConfirmation of Unit Agreement. The Unit Adreement is hereby confirmed and

incorporated herein by reference and made a part of this Agreement. The
definitions in the Unit Agreement are adopted for all purposes of this Agreement.
In the event that there is any conflict between the Unit Agreement and this

Agreement, the Unit Agreement shall prevail.

Article 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein by reference:

2.1.1 Exhibits “A”, “B” and “C” of the Unit Agreement.

2.1.2 Exhibit “D” attached Hereto, is a schedule showing total ﬁnit
Participation of each Working Interestvaner.

2.1.3 Exhibit “E” attached hereto, is the Accounting Procedure applicable to
development and operation of the Unit Area. In the event of conflict

between this Agreement and Exhibit “E”, this Agreement shall prevail.



2.1.4 Exhibit "F" attached hereto, contains insurance p:o-
visions applicable to the development and operation
of the Unit Aresa.

2.2 Revision of Exhibits. Whenever Exhibits "A'", "B" and "C"
are revised, Exhibit "D" shall be revised accordingly, such revisio: to
be effective as of the effective date of revised Exhibits "A", "B" ind
llc" .

ARTICLE 3
SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall
exercise overall supervision and control of all matters pertaining to
the development and operations of the Unit Area pursuant to this Agree-
ment and the Unit Agreement. In the exercise of such power each
Working Interest Owner shall act solely in its own behalf in the
capacity of an individual owner and not on behalf of the owners as an
entirety.

3.2 Particular Powers and Duties. The matters to be passed
upon and decided by Working Interest Owners shall include, but not be
limited to, the following:

3.2.1 Method of Operation. The kind, character and
method of operation, including any type of press.re
maintenance or secondary recovery program to be
employed.

3.2.2 Drilling of Wells. The drilling of any wells
within the Unit Area either for production of
Unitized Substances, for use as an injection well,
or for other purposes.

3.2.3 Well Workovers and Change of Status. The workover,
recompletion, repair, abandonment, or change of
status of any well in the Unit Area or use of ary
such well for injection or other purposes. The Unit
Operator shall be responsible for performing such
work and such work shall be done at Unit Expense.

3.2.4 Expenditures. Making of any expenditure in exce:us
of Ten Thousand Dollars ($10,000.00); provided
that approval by Working Interest Owners of the
drilling, reworking, drilling deeper, or plugging
back -of any well shall include approval of all
necessary expenditures required therefor and fo:
completing, testing, and equipping the same, in-
cluding necessary flcw lines, separators and leaise




3.2.8

tankage; provided, however, that in case of blow-
out, explosion, fire, flood or other sudden
emergencies, Unit Operator may take steps and
incur such expenses as in its opinion are required
to deal with the emergency and to safeguard life
or property, but that Unit Operator shall, as
promptly as possible, report the emergency to the
Working Interest Owners.

Disposition of Surplus Facilities. Selling or
otherwise disposing of any major item of surplus
material or eduipment, the current list price of
new equipment similiar thereto being Five Thousand
Dollars ($5,000.00) or more.

Appearance Before a Court or Regulatory Body.

The designation of a representative to appear
before any court or regulatory body in all matters
pertaining to Unit operations; provided, however,
such designation by Working Interest Owners shall
not prevent any Working Interest Owner from appear-
ing in person at its own expense or from designat-
ing another representative in its own behalf.

Audits. The making of proper audits of the
accounts of Unit Operator pertaining to operations
hereunder; provided that such audits shall:

{a) not be conducted more than once each year
except upon the resignation or removal of
Unit Operator;

{b) be made at the expense of all Working Interest

Owners other than the Working Interest Owner

- designated as Unit Operator, unless such audit
is conducted at the specific instance and
request of Unit Operator, in which latter
event the same shall be made at the expense of
all Working Interest Owners including the
Working Interest Owner designated as Unit
Operator; and

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

Inventories. The taking of periodic inventories

under the terms of Exhibit "E".



3.2.9 Technical Services. Any direct charges to the
joint account for services by consultants or Uaiit
Operator's technical perscnnel not covered by :he
overhead charges provided by Exhibit "“E".

3.2.10 Appointment of Committees. The appointment of
designation of committees or subcommittees necessary
for the study of any problem in connection with Unit
operations.

3.2.11 The removal of Unit Operator and the selectior of
a successgor in accordance with Article 6.2 he:reof.

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and readjustment of investment: as
required.

3.2.14 The termination of the Unit Agreement.

ARTICLE 4
MANNER OF EXERCISING SUPERVISION

4.1 Designation of Representatives. Each Working Interest (wner
shall advise Unit Operator in writing the names and addresses of its
representative and alternate representative authorized to represent and
bind it in respect to any matter pertaining to the development and
operation of the Unit Area. Such representative or alternate repre-

sentative may be changed from time to time by written notice to ‘'nit
Operator.

4.2 Meetings. All meetings of Working Interest Owners for che
purpose of considering and acting upon any matter pertaining te the
development and operation of the Unit Area shall be called by the Unit
Operator upon its own motion or at the request of two (2) or more
Working Interest Owners. No meeting shall be called on less than
fourteen (14) days' advance written notice, with agenda for the meeting
attached. In the absence cf protest by any qualified member of the
meeting, the Working Interest Owners attending such meeting shall not
be prevented from amending items included in the agenda or from
deciding on such” amended item or from deciding other items presented at
such meeting. The representative of Unit Operator shall be cha.rman of
each meeting.

4.3 Voting Procedure. Working Interest Ownexrs shall act ujon
and determine all matters coming before them as follows:

4.3.1 Voting Interest. In voting on any matter each Work-
ing Interest Owner shall have a voting interest equal
to its then percentage in Unit Participation, &s shown
in Exhibit "D", and such revisions thereof as nay here-
after be made in accordance with the terms of this
Agreement.




Vote Required. Unless otherwise provided herein or

in the Unit Agreement, Working Interest Owners shall
act upon and determine all matters coming before them
by the affirmative vote of seventy-five percent (75%)
or more voting interest; provided that, should any one
Working Interest Owner own more than twenty-five per-—
cent (25%) voting interest, its vote must be supported
by the vote of one or more Working Interest Owners
having a combined voting interest of at least five
percent (5%).

Vote at Meetings by Non-Attending Working Interest
Owner. Any Working Interest Owner not represented
at a meeting may vote 6n any item included in the
agenda of the meeting by letter or telegram addressed
to the chairman of the meeting, provided such vote is
received prior to the submission of such item to vote.

Poll Votes. Working Interest Owners may vote on and

decide, by letter or telegram, any matter submitted in
writing to Working Interest Owners, if no meeting is
requested, as provided in Section 4.2, within fourteen
(14) days after the proposal is sent to Working In-
terest Owners. . Unit Operator will give prompt notice
of the results of such voting to all Working Interest
owners.

ARTICLE 5

INDIVIDUAL RIGHTS AND PRIVILEGES
OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners severally

reserve to themselves all their rights, power, authority and privi-
leges, except as provided expressly in this Agreement and the Unit

Agreement.

5.2 sSpecific Rights. Each Working Interest Owner shail have

among others, the following specific rights and privileges:

Access to Unit Area. Access to the Unit Area at all
reasonable times to xnspect the operation hereunder
and all wells and records and data pertaining thereto.

Reports by Request. The right to receive from Unit
Operator, upon written request, copies of all reports
to any governmental agency, reporte of crude oil runs
and stocks, anentory reports and all other data not
ordinarily furnished by Unit Operator to all Working
Interest Owners; the cost of preparing copies of said




reports shall be charged solely to the Working
Interest Owner requesting the same.

5.3 Undrilled Locations. Undrilled locations on tracts com-
mitted to the Unit Area shall be drilled by the Unit Operator at Uit
expense.

ARTICLE 6
UNIT OPERATOR

6.1 1Initial Unit Operator. Seely Oil Company, a Texas corpora-
tion, is hereby designated as initial Unit Operator.

6.2 Resignation or Removal and Selection of Successor. The
resignation or removal of Unit Operator, and the selection of a
guccessor shall be governed by the provisions of the Unit Agreemert.

ARTICLE 7
POWERS AND DUTIES OF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the provisions
of this Agreement and the orders, directions and limitations right-
fully given or imposed by Working Interest Owners, Unit Operator jhall
have the exclusive right and duty to develop and operate the Unit Area
for the production of Unitized Substances.

7.2 Workmanlike Conduct. Unit Operator shall conduct all
operations hereunder in a good and workmanlike manner, and, in th2
absence of specific instructions from Working Interest Owners, shall
have the right and duty to conduct such operations in the same manner
as would a prudent operator under the same or similar circumstances.
Unit Operator shall freely consult with Working Interest Owners and
keep them advised of all matters arising in connection with such opera-
tions which Unit Operator, in the exercise of its best judgement, con~
siders important. Unit Operator shall not be liable for damages unless
such damages result from the gross negligence or willful miscondict of
Unit Operator.

7.3 Liens and Encumbrances. Unit Operator shall keep the linds
and leases in the Unit Area free from all liens and encumbrances
occasioned by its operations hereunder, except the lien of Unit
Operator granted hereunder.

7.4 Employees. The number of employees used by Unit Operator in
conducting operations hereunder, the selection of such employees. the
hours of labor, and the compensation for services to be paid any and
all such employees shall be determined by Unit Operator. Such
employees shall be the employees of Unit Operator.



7.5 Records. Unit Operator shall keep true and correct books,
accounts, and records of its operation hereunder.

. 7.6 Reports to Working Interest Owners. Unit Operator shall
furnish to each Working Interest Owner monthly, injection and pro-
duction reports for each well in the Unit, as well as periodic reports
of the development and operation of the Unit RArea.

7.7 Reports to Governmental Authorities. Unit Operator shall
make all necessary reports to governmental authorities.

7.8 Engineering and Geological Information. Unit Operator shall
furnish to each Working Interest Owner, upon written request, a copy of
the log of, and copies of engineering and geological data pertain-
ing to, wells drilled by Unit Operétor.

7.9 Expenditures. Unit Operator is authorized to make single
expenditures not in excess of Ten Thousand Dollars ($10,000.00) without
prior approval of Working Interest Ownérs; provided, however, that
nothing in this Article (nor in Article 3.2.4) shall be deemed to
prevent Unit Operator from making an expenditure in excess of said
amount if such expenditure becomes necessary because of a sudden
emergency which may otherwise cause 'loss of life, title or extensive
damage to property. Unit Operator shall report to Working Interest
Owners, as promptly as possible, thé nature of the emergency and the
action taken. '

7.10 Settlements. Unit Operator may settle any single damage
claim not involving an expenditure in excess of Five Thousand Dollars
($5,000.00) provided such payment is a complete settlement of such
claim. All claims in excess of $5,000.00 must be approved by Working
Interest Owners. o

7.11 Nondiscrimination. In connection with the performance of
work under this Agreement, the Unit Operator agrees to comply with all
provisions of Section 202 (1) to (7) ipclusive, of Executive Order
11246 (30 F.R. 12319), which are hereby xncorporated by reference in
this agreement.

7.12 Mathematical Errors. It is hereby agreed by all parties to
this agreement that Unit Operator is gmpowered to correct any mathe-
matical errors which might exist jin tﬁe pertinent exhibits to this
Agreement upon approval of the Commissioner.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first of the calendar
year after the effective date hereof, Unit Operator after consulting




with Working Interest Owners, shall make and file for ad valorem pu:-
poses all necessary renditions and returns with the proper taxing
authorities or governmental subdivisions covering all property of each
Working Interest Owner within the Unit Area and used in connection with
the development and operation of the Unit Area. Any Working Interest
Owner dissatisfied with any proposed rendition or assessment of ite
interest in property shall have the right, at its own expense, to
protest and resist the same. All such ad valorem taxes due and payable
on account of real and personal property of each Working Interest (wner
located within the Unit Area and used in connection with Unit oper: -
ions shall be paid by the Unit Operator for the joint account in tle
same manner as other costs and expenses of Unit Operations; provided
that, if the interest of a Working Interest Owner is subject to a
separately assessed overriding royalty interest, production paymen:,

or other interest in excess of a 1/8 royalty, such Working Interes:
Owner shall be given credit for the reduction in taxes paid result .ng
therefrom.

8.2 Other Taxes. Each Working Interest Owner shall pay or cauise
to be paid all production, severance, gathering and other direct taxes
and assessments imposed upon or on account of the production or
handling of its share of Unitized Substances.

ARTICLE 9
INSURANCE

9.1 Insurance. Unit Operator shall carry, with respect to Uuit
operations subject to this Agreement:

9.1.1 Insurance as set forth in Exhibit "F".
ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Prdgerty Taken Over. Upon the effective date
hereof, Working Interest Owners shall deliver to Unit Operator pcssess-
ion of: '

10.1.1 Wells and Casing. All wellg drilled through the:
Unitized Formation and that are completed or that
may be ‘completed in the Unitized Formation, toqgether
with the casing therein.

10.1.2 Well and Lease Equipment. Unless previously ag:-eed
upon, the tubing and rods in each such well, together
with the wellhead connection thereon, and all bother
lease and operating equipment used in the operation




of such wells which Working Interest Owners determine
is necessary or desirable for conducting Unit opera-
tions, and

10.1.3 Records. A copy of all production and well records
pertaining to such wells.

10.2 1Inventory and Evaluation of Personal Property. Working
Interest Owners shall (at the expense of the joint account, and as of
the effective date) inventory all well and lease equipment delivered to
the Unit Operator as provided in Article 10.1.1 and 10.1.2, except that
casing shall be given no value. The inventory will include all
tangible property classified as controllable equipment. For the
purpose of inventory and adjustment of investment, sucker rods and
tubing under 2 inches in the wells will also be considered as
controllable but will not be considered controllable in future
accounting. Non-controllable equipment except items listed above will
not be included on the inventory but may nevertheless be taken over by
the Unit if in use on the property. The distinction between
controllable and non—-controllable equipment will be based on the latest
material classification manual publighed by the Council of Petroleum
Accountants Society of North America. .The condition of the equipment
will be indicated on the inventory and:priced in accordance with the
basis prescribed in Section IV of Exhibit "E" attached. The inventory
and evaluation will be presented to the Working Interest Owners within
ninety (90) days after the taking ‘of the inventory. Upon approval by
the Working Interest Owners of the inventory and evaluation of the
equipment and personal property, the Unit Operator will furnish each
Working Interest Owner a copy thereof showing only those items which it
has been decided to retain and the value of each item.

10.3 Investment Adjustment. Upon approval of such inventory and
evaluation by Working Interest Owners, each Working Interest Owner
shall be credited with the value of its interest in all personal
property so taken over by Unit Operatgr under Article 10.1.2 and
charged with an amount equal to that obtalned by multiplying the total
value of all such personal properFy “” taken over by Unit Operator
under Article 10.1.2 by such Working nterest Owner's Unit
Participation as shown in Exhibit “D" If the charge against any
Working Interest Owner is greater than the amount credited to such
Working Interest Owner, the resultlug ‘net charge shall be paid and in
all other respects be treated as any other item of Unit expense
chargeable against such Working Interest Owner. If the credit to any
Working Interest Owner is greater than the amount charged against such
Working Interest owner, the resulting'net credit shall be paid to such
Working Interest Owner by Unit. Operator out of funds received by it in
settlement of the net charges described above. Pricing of inventory
will be in accordance with Section IV of Exhibit "E" hereof.
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10.4. General Facilitiegs. The acquisition of warehouse, ware-
house stocks, lease houses, camps, facility systems, and office
buildings necessary for operations hereunder shall be by negotiatioi by
and between the owners thereof and Unit Operator, subject to the
approval of Working Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Working
Interest Owner, individually, shall by virtue hereof own an undiviced
interest in all personal property and facilities taken over or
otherwise acquired by Unit Operator pursuant to this Agreement in in
amount equal to its Unit Participation shown on Exhibit "D".

ARTICLE 11
DEVELOPMENT AND OPERATING COSTS

11.1 Basis of Charge to Working Interest Owners. Unit Operato:
initially shall pay and discharge all costs and expenses incurred in
the development and operation of the Unit Area. Working Interest
Owners shall reimburse Unit Operator for all such costs and expenses,
in proportion to their respective Unit Participation, shown on Ex!ibit
"D". All charges, credits and accounting for costs and expenses thall
be in accordance with Exhibit "E".

11.2 Budgets. Before or as soon as practical after the effective
date hereof, Unit Operator shall prepare a budget of estimated co:uts
and expenses for the remainder of the calendar year, and on or beiore
the first day of each November thereafter shall prepare a budget »f
estimated costs and expenses for the ensuing calendar year. Such
budgets shall set forth the estimated costs and expenses by quartarly
periods. Unless otherwise specified in the budget, it shall be
presumed for the purpose of advance billings that the estimated costs
and expenses for each month of a quarterly period shall be one-third
(1/3) of the estimate for the quarterly period. Budgets so prepared
shall be estimates only and shall be subject to adjustment and ccrrec-—
tion by Working Interest Owners and Unit Operator from time to time
wherever it shall appear that an adjustment or correction is proper. A
copy of each such budget and adjusted budget shall be promptly furnish-
ed each Working Interest Owner.

11.3 Advance Billing. Unit Operator shall have the right at its
option to require Working Interest Owners to advance their respe:tive
proportion of such costs and expenses by submitting to Working Iaterest
Owners, on or before the 15th day of any month, an itemized estinate of
such costs and expenses for the succeeding month with a request for
payment in advance. Within fifteen (15) days thereafter, each Working
Interest Owner shall pay to Unit Operator its proportionate part of
such estimate. Adjustment between estimates and the actual costs shall




be made by Unit Operator at the close of each calendar month, and the
accounts of the Working Interest Owner shall be adjusted accordingly.

11.4 Commingling of Funds. No funds received by Unit Operator
under this Agreement need be segregated by Unit Operator or maintained
by it as a joint fund, but may be commingled with its own funds.

11.5 Lien of Unit Operator. Each Working Interest Owner grants
to Unit Operator a lien upon its Oil and Gas Rights in each Tract, its
share of Unitized Substances when produced, and its interest in all
Unit equipment, as security for payment of its share of Unit expense,
together with interest thereon at the rate of ten percent (10%) per
annum. Unit Operator shall have the right to bring suit to enforce
collection of such indebtedness with or without seeking foreclosure of
the lien. 1In addition, upon default by any Working Interest Owner in
payment of its share of Unit expense, Unit Operator shall have the
right to collect from the purchaser ‘the proceeds from the sale of such
Working Interest Owner's share of Unitized Substances until the amount
owed by such Working Interest Owne:f‘plus interest as aforesaid, has
been paid. Each purchaser shall be entitled to rely upon Unit
Operator's written statement concerning the amount of any default. O0il
and Gas Rights, as used herein, means the right to explore, develop and
operate lands within the Unit Area for the production of Unitized
Substances or to share in the productlon so obtained or the proceeds
hereof. :

11.6 Unpaid Unit Expense. If any Working Interest Owner fails to
pay its share of Unit expense within' sixty (60) days after rendition of
a statement therefor by Unit Operator, each Working Interest Owner
agrees, upon request by Unit Operatég; to pay its proportionate part of
the unpaid share of Unit expense of the defaulting Working Interest
Owner. The Working Interest Ownerp that pay the share of Unit expense
" of a defaulting Working Interest Owner shall be reimbursed by the Unit
Operator for the amount so paid, plus any interest collected thereon,
upon receipt by Unit Operator of any past due amount collected from the
defaulting Working Interest Owner. Any Working Interest Owner so
paying a defaulting Working Interegt Owner's share of Unit expenses
shall be subrogated to the lien an@ rights herein granted Unit Operator.

11.7 Wells Drilled by Unit Operator. All wells drilled by Unit
Operator shall be drilled on a competltxve basis at the usual rates
prevailing in the area. Unit Operator may employ its own tools and
equipment in the drilling of wells, but in such event, the charge
therefor shall not exceed the preva;l;ng rate in the area, and such
work shall be performed by Unit 0pera;or under the same terms and
conditions as customary and usual ln ‘the area in contracts of
independent contractors doing work'offa similar nature.
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11.8 Uncommitted Royalty. Should an owner of a Royalty Interes:
in any Tract fail to become a party to the Unit Agreement, and, as 1
result thereof, the actual Royalty Interest payments with respect t>
such Tract are more or less than the Royalty Interest payments compated
on the basis of the Unitized Substances that are allocated to such
Tract under the Unit Agreement to the extent provided below, the
difference shall be borne by or inure to the benefit of Working
Interest Owners, in proportion to their respective Unit Participation.

11.8.1 Burden of 1/8th Royalty. The difference to be borre
by or inure to the benefit of Working Interest Owrers
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 tha
Unitized Substances produced from the Tract. Suc:
adjustments shall be made by charges and credits :o
the joint account.

11.8.2 Burden of Excess Royalty and Other Interests. Any
uncommitted Royalty Interest in excess of one-eighth
(1/8) shall be borne solely by the Working Interest
Owner contributing such interest.

ARTICLE 12
OIL. IN LEASE TANKAGE ON EFFECTIVE DATE

12.1 Gauge of Merchantable Oil. Unit Operator shall make a
proper and timely gauge of all lease and other tanks within the Uit
Area in order to ascertain the amount of merchantable oil above tae
pipe line connection in such tanks as of 7:00 a.m. on the effective
date hereof. All such oil which has then been produced legally shall
be and remain the property of the Working Interest Owner entitled
thereto the same as if the Unit had not been formed; and such Working
Interest Owner shall promptly remove said oil from the Unit Area. Any
such oil not removed shall be sold by Unit Operator for the account of
such Working Interest Owner, subject to the payment of all Royalty to
Royalty Owners under the terms and provisions of the Unit Agreement and
any applicable lease or leases and other contracts.

ARTICLE 13
OPERATION OF NON-UNITIZED FORMATION

13.1 Right to Operate in Non—Unitized Formations. Any Working
Interest Owner now having, or hereafter acquiring, the right to drill
for and produce oil, gas or other minerals, other than Unitized Sub-—
stances, within the Unit Area shall have the full right to do sc¢ not-
withstanding this Agreement. In exercising said right, however, such
Working Interest Owner shall exercise every reasonable precauticn to
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prevent unreasonable interference with operations hereunder. No Work-
ing Interest Owner, other than Unit Operator, shall produce Unitized
Substances through any well drilled or operated by it. If any such
other Working Interest Owner drills any well into or through the
Unitized Formation, the Unitized Formation shall be cased or otherwise
protected in such a manner that the Unitized Formation and the pro-
duction of Unitized Substances will not be adversely affected. No dual
completions in the Unitized Formation and some other formation shall be
permitted.

ARTICLE 14
TITLES

14.1 Warranty and Indemnity. Each Working Interest Owner repre-
sents and warrants that it is the owner of the respective Working
Interest set forth opposite its name in Exhibit "B" of the Unit Agree-
ment and hereby agrees to indemnify and hold harmless the other Working
Interest Owners from any loss and liability for damages due to failure
(in whole or in part) of its title to any such interests, except
failure of title arising out of operatlons hereunder; provided that

such warranty and indemnity shall be limited to an amount equal to the
net value that has been received from the sale of Unitized Substances
attributed to the interest as to which title failed. 1In the event of
such failure, the interest of the partles hereto shall be revised to
reflect the true Unit participation. - Each failure of title shall be
effective, insofar as this Agreement is concerned, as of 7:00 a.m. on
the first day after such title failure is determined and there shall be
no retroactive adjustment of development and operating expenses,
Unitized Substances or the proceeds therefrom, as a result of title
failure.

14.2 Pailure Because of Unit Ogerations. The failure of title to
any Working Interest in any ‘Tract by reason of Unit operations, includ-
ing non-production from such Tract, shall not change the Unit Partici-
pation of the Working Interest Owner whose title failed, in relation to
the Unit Participation of the other Working Interest Owners at the time
of the title failure.

ARTICLE 15
LIABILITY, GLAIMS AND SUITS

15.1 Individual Liability. The dutzea, obligations, and lia-
bilities of Working Interest Owners 9§a11 be several and not joint or
collective; and nothing contained herein shall ever be construed as
creating a partnership of any kind, jqxnt venture, or an association or
trust between or among Working Interest Owners.




15.2 Settlements. In the event claim is made against a Working
Interest Owner, or any Working Interest Owner is sued on account of any
matter or thing arising from the development and operation of the Uit
Area, and over which such Working Interest Owner individually has no
control because of the rights, powers and duties granted by this
Agreement and the Unit Agreement, said Working Interest Owner shall
immediately notify the Unit Operator of such claim or suit. Unit
Operator shall assume and take over the further handling of such cliim
or suit and all costs and expenses of handling, settling or otherwise
discharging such claim or suit shall be borne by Working Interest
Owners as any other cost or expense of operating the Unit Rrea. Unit
Operator may settle any single damage claim or suit involving Unit
operations but not involving an expenditure of more than Five Thousand
Dollars ($5,000.00), provided the payment is in complete settlement of
such claim or suit.

ARTICLE 16
INTERNAL REVENUE PROVISION

16.1 1Internal Revenue Provision. Each party hereto hereby irre-—
vocably elects that it and the operations covered by this Agreement. be
excluded from the application of Subchapter K cf Chapter 1 of Subt .tle
A of the Internal Revenue Code of 1954 as permitted and authorized by
Section 761 of said Code and the regulations promulgated thereunde:.
Unit Operator is hereby irrevocably authorized and directed to exe:zute
on behalf of each party hereto such additional or further evidence of
said election as may be required by the Secretary of the Treasury >f
the United States or the Federal Internal Revenue Service and regula-
tions issued under said Subchapter X, including all of the returns,
statements and data required, and Unit Operator shall furnish eact
party hereto a copy thereof. Should said regulations require eact
party to execute such further evidence, each party hereto irrevocibly
agrees to execute or join in the execution thereof. Each party hereto
irrevocably agrees not to give any notices or take any action incon-
sistent with the elections hereby made and each hereby states tha:. the
income derived by it from the operations under this Agreement can be

adequately determined without the computation of partnership taxab»le
income. '

ARTICLE 17
NOTICES

17.1 ©Notices. All notices required hereunder shall be in writing
and shall be deemed to have been properly served when sent by mail or
telegram to the address of the representative of each Working Interest
Owner as furnished to Unit Operator in accordance with Article 4 hereof.



ARTICLE 18
WITHDRAWAL OF WORKING INTEREST OWNER AND CREATION OF NEW INTEREST

18.1 Withdrawal. If any Working Interest Owner so desires, it
may withdraw from this Agreement by conveying, assigning and trans-
ferring, without warranty of title (either expressed or implied) to the
other Working Interest Owners who do not desire to withdraw herefrom,
all of the former's rights, title and interest in and to its lease or
leases, or other operating rights in the Unit Area, insofar as said
lease, leases or rights pertain to the Unitized Formation, together
with the withdrawing Working Interest Owner's interest in all wells,
pipe lines, casing, injection equipment facilities and other personal
property used in conjunction with the development and operation of the
Unit Area; provided, that such transfer, assignment or conveyance shall
not relieve said Working Interest Owner from any obligation or
liability incurred prior to the date of the execution and delivery
thereof. The interest so transferred, assigned and conveyed shall be
taken and owned by the other Working Interest Owners in proportion to
their respective Unit Participationé, and the Unit Operator shall re-
compute the percentage of participation to include this change and
furnish the remaining Working Interest Owners with a corrected interest
sheet. After the execution and delivery of such transfer, assignment
or conveyance, the withdrawing Working Interest Owner shall be relieved
from all further obligations and liability hereunder and under said
Unit Agreement; and the right of such Working Interest Owner to any
benefits subsequently accruing hereunde. and under said Unit Agreement
shall cease; provided, that upon dellvery of said transfer, assignment
or conveyance, the assignees, in the ;atlo of the respective interests
80 acquired, shall pay to the assxgnor for its interest in all
jointly-owned equipment, casing and other personal property, the fair
salvage value thereof, as estxmated and flxed by the remaining Working
Interest Owners.

18.2 Creation of ‘a New Interest. If any Working Interest Owner
shall, after executing this Agreement, create any overriding royalty,
production payment or other similar interest, hereafter referred to as
"New Interest", out of its interest subject to this Agreement, such new
interest shall be subject to all the terms and provisions of this
Agreement and the Unit Agreement.

ARTICLE 19
ABANDONMENT OF WELLS

19.1 Rights of Former Owners. If Working Interest Owners decide
to permanently abandon any well thhxn the Unit Area prior to termina-
tion of the Unit Agreement, Unit Operator shall give written notice of
such.  fact to the former Working Interest Owner of the Tract on which
such well is located, together with the amount (as estimated and fixed




by the Working Interest Owners) to be the net salvage value of the
equipment in and on said well contributed by Working Interest Owner:
under Article 10.1.1. Said former Working Interest Owner shall hav:
the right and option for a period of ninety (90) days after receipt of
such notice to notify Unit Operator of its election to take over ani
own said well and to deepen or plug back said well to a formation cther
than the Unitized Formation. Within ten (10) days after said former
Working Interest Owner of the Tract has so notified Unit Operator cf
its desire to take over such well, it shall pay to Unit Operator, for
credit to the joint account of the Working Interest Owners, the amcunt
of the net salvage value above described. At the same time the former
Working Interest Owner taking over the well shall agree, by letter
addressed to Unit Operator, to effectively seal off and protect the
Unitized Formation and (at such time as well is ready for abandonment)
to plug and abandon well in a workmanlike manner in accordance with
applicable laws and regulations.

19.2 Plugging. In the event the former Working Interest Owner of
a Tract does not elect to take over a well located thereon which i3
proposed for abandonment, Unit Operator shall plug and abandon the well
in accordance with applicable laws and regulations.
ARTICLE 20
EFFECTIVE DATE AND TERM

20.1 Effective Date. This Agreement shall become effective o1
the date and at the time the Unit Agreement becomes effective.

20.2 Term. This Agreement shall continue in full force and
effect so long as the Unit Agreement remains in force and effect ind
thereafter until all Unit wells have been plugged and abandoned o:
turned over to Working Interest Owners in accordance with Article 21
hereof, and all personal and real property acquired for the joint
account of Working Interest Owners has been disposed of by Unit
Operator in accordance with instructions of Working Interest Owners and
there shall have been a final accounting.

ARTICLE 21
TERMINATION OF UNIT AGREEMENT

21.1 Termination. Upon termination of the Unit Agreement th::
following shall occur:

21.1.1 0il and Gas Rights. Possession of all oil and jas
rights in and to the several separate tracts siall
revert to the Working Interest owners thereof.
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21.1.2 Right to Operate. Working Interest Owners of any
such Tract desiring to take over and continue to
operate a well or wells located thereon may do so
by paying Unit Operator, for the credit of the joint
account, the net salvage value of the equipment in
and on the well, contributed by such Workina Interest
Owners under Article 10.1.1 and agreeing in writing
to properly plug the well at such time as it is
abandoned. '

21.1.3 Salvaging Wells. With respect to all wells not
taken over by the Wdrking Interest Owners, Unit
Operator shall, at the joint expense of Working
Interest Owners, salvage as much of the casing and
equipment in or on such wells as can economically
and reasonably be”salvaged, and shall cause such
wells to be properly plugged and abandoned.

21.1.4 cost of Salvaging. Working Interest Owners shall
share the cost of salvaging, liquidation or other
distribution of assets and properties used in the
development and operation of the Unit Area in pro-
portion to their respective Unit Participation, as
shown on Exhibit "D®.

ARTICLE 22

COUNTERPART EXECUTION

22.1 Execution by Separate Counterparts or Ratifications. This
agreement may be executed in any n@ﬁbep-of counterparts and each
counterpart so executed shall havevthg;séme force and effect as an
original instrument and as if all Qgithelparties to the aggregate
counterparts had signed the same instrument; or may be ratified by a
separate instrument in writing refe#ring to this Agreement. Each such
ratification shall have the force and effect of an executed counter-
part and of adopting by reference all of the provisions hereof.

3

ARTICLE 23
SUCCESSORS AND ASSIGNS

23.1 Successors and Assigns. The terms and provisions hereof
shall be covenants running with the lands and unitized leases covered
hereby and shall be binding upon and inure to the benefit of the
respective heirs, successors and aggiQns of the parties hereto.

No party hereto shall assign or convey less than his entire
interest in any Tract committed hereto unless such leased interest,
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if any, is an undivided interest in such entire tract; and should iny
interest committed hereto be or become owned by three (3) or more
parties, then all of such parties shall be obligated to appoint a
single agent to represent such interest for the purpose of acceptig
billings and receiving payments, if any, arising hereunder, or und:r
the Unit Agreement, and for voting upon any matter which is the susject
of determination by the Working Interest Owners.

IN WITNESS WHEREOF, the parties hereto have executed this
Agreement upon the respective dates indicated opposite their respective
signatures.

SEELY OIL COMPANY

" ﬂ%@/wa

C. W. Seely

Its President

UNIT OPERATOR AND WORKING
INTEREST OWNER

STATE OF TEXAS }
COUNTY OF TARRANT )

57 This i ent was acknowledged before me on thls-lsxi\da} of
_Bzgéggggr%aggivgby C. W. Seely, President of SEELY OIL COMPANY, ¢ Texas

corporation, on behalf of said corporation.

%, WILENA M. WAGGONER § Notary Public in and EME the
3 NOTARY PUBLIC State of Texas

STATE OF TEXAS




EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

Boswell Interest, LTD

Burnett Qil Co. Inc.

C W & Frieda T. Stumhoffer

Total

Total

Total

Tract

2A
2B
2C
2D

W oo~ O;

2A
2B
2C
2D

W oo~NO O

©

Working
Interest

0.07814117
0.07814117
0.07814117
0.07814117
0.07814117
0.07814117
0.07814117
0.05059641
0.07814117
0.07814117
0.07447830
0.06798282

0.13863010
0.13863010
0.13863010
0.13863010

. 0.13863010

0.13863010
0.13863010
0.08976299
0.13863010
0.13863010
0.13213181
0.12060819

0.25000000
0.07500000

Tract

Participation

0.00832709
0.01606674
0.00682209
0.00178473
0.00212651
0.00610547
0.00170121
0.00499255
0.00246996
0.00336681
0.00926740
0.00390336
0.06693392

0.01477307
0.02850398
0.01210306
0.00316628
0.00377263
0.01083170
0.00301811
0.00885728
0.00438194
0.00597305
0.01644128
0.00692495
0.11874733

0.02466851
0.00430627

~ 0.02897478



EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

CEB Oil Company

CW Seely & Wife Ina B Seely

Total

Total

Tract

1

2A
2B
2C
2D
2E
3

O 0 ~N OO,

2A
2B
2C
2D

O oo ~NOW;

Working
interest

0.02926988
0.02926988
0.02926988
0.02926988
0.02026988
0.02926988
0.02926988
0.01895225
0.02926988
0.02926988
0.02789785
0.02546480

0.11087581
0.11087581
0.11087581
0.11087581
0.11087581
0.11087581
0.11087581
0.07179208
0.11087581
0.11087581
0.10567851
0.09646195

Tract

Participation

0.00311714
0.00601323
0.00255340
0.00066 352
0.00079354
0.00228397
0.00063724
0.00187210
0.00092519
0.00126113
0.00347136
0.0014€211
0.02507193

0.01181544
0.0227¢737
0.00967 998
0.0025:238
0.0030° 734
0.0086¢:315
0.0024- 387
0.00708402
0.00350466
0.0047.723
0.01314967
0.005513855
0.0949'7366



EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

David Lynn Henderson & Wife
Dawn Henderson

DM Royalties

EAB Oil Company

Total

Total

Total

Tract

2A
2B
2C
2D

W oo ~NOOO

2A
2B
2C
2D

O©oO~NO®OWW

Working
Interest

0.01385929
0.01385929
0.01385929
0.01385929
0.01385929
0.01385929
0.01385929
0.00897389
0.01385929
0.01385929
0.01320964
0.01205758

0.02343750

0.02935388
0.02935388
0.02935388
0.02935388
0.02935388
0.02935388
0.02935388
0.01900664
0.02935388
0.02935388
0.02797792
0.02553788

Tract

Participation

0.00147691
0.00284963
0.00120998
0.00031654
0.00037716
0.00108288
0.00030172
0.00088549
0.00043808
0.00059714
0.00164369
0.00069231
0.01187153

0.00291634
0.00291634

0.00312809
0.00603550
0.00256273
0.00067044
0.00079883
0.00229353
0.00063906
0.00187546
0.00092784
0.00126475
0.00348132
0.00146631
0.02514386



EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

Express Air Drilling, Inc.

John R Collins, Trustee

Total

Total

J. Cleo Thompson and James Cleo

Thompson Jr., LP

Total

Working Tract
Tract Interest Participat on

1 0.07774952 0.00828535
2A 0.07774952 0.01598622
2B 0.07774952 0.00673790
2C 0.07774952 0.0017'578
2D 0.07774952 0.0021 1585
2E 0.07774952 0.00607487
3 0.07774952 0.0016'3268
5 0.05034281 0.00493753
6 0.07774952 0.0024 5758
7 0.07774952 0.00334994
8 0.07410501 0.00922096
9 0.06764208 0.00383380

0.06659846
9 0.01500000 0.000€6125

0.00086125
1 0.24424665 0.026(12806
2A 0.24424665 0.0502:1999
2B 0.24424665 0.021:2388
2C 0.24424665 0.005¢47855
2D 0.24424665 0.006¢:4685
2E 0.24424665 0.0190)8393
3 0.24424665 0.005:31748
5 0.15814971 0.015630527
6 0.24424665 0.007 72036
7 0.24424665 0.010:52368
8 0.23279759 0.02836722
9 0.21249459 0.01220080

0.20921607



EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

Mcinnis Resource Company

Merlyn W. Dahlin & Wife Ruth G.
Dahlin

Michael J. Havel & Wife
Kathleen A. Havel-

Total

Total

Total

Working Tract
Tract Interest Participation

5 0.02000000 0.00197348

0.00197348
1 0.01950389 0.00207843
2A 0.01950389 0.00401023
2B 0.01950389 0.00170278
2C 0.01950389 0.00044547
2D 0.01950389 0.00053077
2 E 0.01950389 0.00152391
3 0.01950389 0.00042462
5 0.01262877 0.00124613
6 0.01950389 0.00061650
7 0.01950389 0.00084035
8 0.01858965 0.00231313
9 0.01696838 0.00097427

0.01670659
1 0.00976587 0.00104070
2A 0.00976587 0.00200798
2B 0.00976587 0.00085261
2C 0.00976587 0.00022305
2D 0.00976587 0.00026577
2 E 0.00976587 0.00076305
3 0.00976587 0.00021261
5 0.00632340 0.00062396
6 0.00976587 0.00030869
7 0.00976587 0.00042077
8 0.00930810 0.00115822
S 0.00849631 0.00048783

0.00836524



EXIBIT "D”" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner

James Robert Hill, Virginia Glenn

Lattimore & John Styrsky, Trustees of

the Houston and Emma Hill Estate

Trust

Total

John P. Oil Company

Larry Amold

Total

Total

Tract

2A
2B
2C
2D

O oo~NOO,

2A
2B
2C
2D

O oo~N®OOWw

W o,

Working
Interest

0.09768483
0.09768483
0.09768483
0.09768483
0.09768483
0.09768483
0.09768483
0.06325093
0.09768483
0.09768483
0.09310585
0.08498580

0.02926989
0.02926989
0.02926989
0.02926989
0.02926989
0.02926989
0.02926989
0.01895225
0.02926989
0.02926989
0.02789786
0.02546480

0.02000000
0.04000000

Tract

Participation

0.01040375
0.02008515
0.00852835
0.00223110
0.00265836
0.00763248
0.00212668
0.00624123
0.0030¢e771
0.0042(888
0.0115€525
0.00487 962
0.08367456

0.0031° 914
0.0060° 824
0.00254540
0.0006¢:852
0.0007654
0.002283697
0.0006:3723
0.00187009
0.0009:2519
0.00123113
0.00347136
0.00145211
0.02507192

0.00197348
0.00229668
0.00427016



EXIBIT "D"” TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OF OWNERSHIP BY WORKING INTEREST OWNERS

Working Interest Owner
Patsy B Carr 5

8

Total

PVB Oil Company 1
2A
2B
2C
2D

W owo~NO O w

Total

SSV & H Associates 1
2A
2B
2C
2D

O oo~NOOOW

Total

Tract

Working
Interest

0.06250000

0.02343750

0.02935387
0.02935387
0.02935387
0.02935387
0.02935387
0.02935387
0.02935387
0.01900663
0.02935387
0.02935387
0.02797791
0.02553787

0.03125000
0.03125000
0.03125000
0.03125000
0.03125000
0.03125000
0.03125000
0.02023438
0.03125000
0.03125000
0.02978515
0.02718750

Tract

Participation

0.00616713
0.00291634
0.00908347

0.00312808
0.00603550
0.00256273
0.00067044
0.00079882
0.00229353
0.00063806
0.00187546
0.00092784
0.00126475
0.00348132
0.00146631
0.02514384

0.00333014
0.00642537
0.00272827
0.00071374
0.00085042
0.00244168
0.00068034
0.00199661
0.00098777
0.00134645
0.00370620
0.00156102
0.02676801



EXIBIT "D" TO

UNIT OPERATING AGGREEMENT
EK PENROSE SAND UNIT

SUMMARY OIECWNERSHIP BY WORKING INTEREST OWNERS

Warking Interest Owner

Wes-Tex Drilling Co., LP

Yates Petroleum Corp

Total

Total

Working Tract
Tract Interest Participation

1 0.06104535 0.0065(1528
2A 0.06104535 0.0125!164
2B 0.06104535 0.0053::955
2C 0.06104535 0.00139426
2D 0.06104535 0.00166127
2E 0.06104535 0.00476:971
3 0.06104535 0.0013:2902
5 0.03952686 0.00391)028
6 0.06104535 0.0019.2958
7 0.06104535 0.0026.3022
8 0.05818385 0.0072 3986
9 0.05310945 0.00304938

0.05223005
4 1.00000000 0.09534355

0.09534355
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EXHIBIT " g

Attached to and made a part of - .
covering the FK Penrose Sand Unit, Lea-County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENERAL PROVISIONS

1. Definitions

“Joint Property” shall mean the real and personal property subject to the agreement (o which this Aceonnting Procedure

is altached.
*Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-

nanee of the Joinl Property.

“Joint Aceonnt” shall mean the acenunt showing the eharpges paid and eredits reecived in the conduet of the Joint Opera-
tions and which are to he shared by the arlies,

“Operator” shall mean the party designated to conduet the Joint Operations.

“Non-Operators” shall mean the Parties (o Lhis agreement other than the Operator,

“Parties” shall mean Operator and Non-Operators.

“Iirst Level Supervisors” shall mean those employees whose primary funetion in Jloint Operations is the direct supervision
of other employees and/or contract Inbor direetly employed on the Joint Property in a feld operating eapacity.
“Iechnical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operationg is the handling of specifiec aperating eonditions and problems
for the benefit of the Joinl Property.

“Personal Fxpenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
*Material” shall mean personal property, cquipment or supplies acquired or held for use on the Joint Property.
“Conlrolable Malerial” shall mean Material which at the time is so classified in the Material Classifieation Manual as
most recently recommended by the Cotneil of Petrolenm Aceonntanis Socielies,

2. Statement and Dillings

Operator shall bill Non-Operators on or hefore the Iast day of each month for their propartionate share of the Joint Ac-
count for the precedime month. Such bills will be aceompanied by sialements which identify the anthority for expenditure,
lease or faeility, nnd all charges il eredits summarized by appropriate classifieations of investment and expense exeept
that items of Controllable Materinl and nnnsual charges and ervedits shatd be sepaeately identifioml and fully deseribed in

dutail,

3. Advances and Payments by Nan-Operators

A, Unloss stherwise provided for in the agreement, the Operidor may require the Non-Operators (o advance their
share of estimated eash outlay for the suceeeding month’s operation within fifteen (15) days after receipt of the bill-
ing or by the first day of the month for which the advanee is required, whichever is fafer, Operator shall adjust each
monthly billing to reflecl advances received from the Non-Operators.

R.  Rach Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If pavment is not myade
within sueh time the unoaid balanee shall bear interest monthly at the prime rate iv effect nt Frost Ban
J . on the first day of the month in‘which delingqirency oceurs plus 1% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Praperty is located, whichever
is the lesser, plus altorney’s fees, conrt costs, mid other costs in conneelion with the eollection of unpaid amounts.

4. Adjustments

Mayment of any sneh bills shall not prejudice the right of any Nen-Operator to protest or question the correctness thereof;
provided, however, all bills and stalements rendered to Non-Operators by Operator during any calendar year shall con-
clusively be presumed to be true and correet after twenly-fonr (24) months following the end of any such ealendar year,
tinfess within the said Gwenty-four (24) month period a Non-Operator takes written exception therelo and makes claim on
Operator for adjustment. Nu adjustment Favorable 1o Operator shall he made unless it is made within the same prescribed
periond, The provisions of this paragraph shall not prevent adjustments resniting from a physieal inventory of Controlfable

Matterial as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petrolenm Acensunlanls Sociclices.
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Audits

A, A Nun-Operator, upon nolice in writing la Operator and all other Non-Operators, shadl have the right to audit Oper -
tor's econnts and records relating to the Joint Account for any enlendar yenr within the twenty-four (24) mon h
period following the end of such enlendar yenr; provided, hoviever, the making of an audit shall not extend the Livwe
for the takting of wrilten exeeption to and the suljustments of acconnts as provided for in Parageaph 4 of this Seetion
1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effart to condue n
jainb anedit in o mannner which will resnlt nctminimnm of inconvenicnee tn the Operator, Operalar shall hear no s or-
tion of the Non-Operators” andit cost inenered under this paemgeaph unless apzeecd Lo by the Opeeator, The aad (s
shall ol be condueted more than onee each year without prior appravad of Opersttor, except upon the resignation or
removitd of the Operalor, and shalt he made at the expense of those Non-Opervators approving such andit,

R.  The Operator shall reply in writing to an awdit veport within 180 days afler receipt of sneh report.

Appraval By Non-Operators

¥

Where an approval or olher agrecment of the Parties or Non-Operafors is expressty required under sther seetions of - his
Accounnting Procedure and if the agreement to which this Acconnting Procedure is atlached conlaing no contrary provis s
in regard therelo, Operator shall nolify all Non-Operalors of the Opeeator's proposal, and the agreement or approvs of
a majority in interest of the Non-Operators shadl be conlrolling an «dl Non-Operators,

. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

I

g

6.

Bealogieal nnd Eavivsnmental

Costs inenrred for the benefit of the Joint Property as a vesult of governmental or regrulntory requirements to satisly env nn-
mental considerations applicable to the Joint Operations, Such costs may inchule surveys of an cenfmgieal or archacaln; jeal
natore and pollution control procedures as reguired by applicable aws and regmlations,

Rentals and Royalties

Loease rentals and royatties paid by Operator for the Joint Cperations.

Labor
A, (1) Sataries amd wages of Operator's fiehd employees directly employed on the Joint Property in the conduel of . aint
Operalions,
(2) Saburies of First Level Supervisors in the field.
(3) Salaries and wages of Technieal Bmployees directly emplayed on the Joint Property i sneh eharges are exe! aded
from the overhend rates.

(1) Sataries and wagres of Technical Fmployees either temporarily or pernemently assigned ta and dirveetly emyp oyed
in the speration of the Joinl Property if such charies are exeladed from the overbemd rates.

I3, Operalor's enst of holiday, vaeation, sickness and disability benelils and other ensinmry allowances paid to emp oyees
whase salaries aned wages are chargeable {o Lhe Joint Aceount under Pavapgeaph 37 of Lhi ction 11, Sueh costs '+ nder
this Paragraph 313 may be charged on a "when ind as paid hasis” or by “percentigze nssessment” on the amon ot of
safaries and wapes charpoable to the Joint Account untler Paragraph A of this Scetion 1, 1 percentage asses: ment
is used, the rate shall be baserd on the Operator’s eosl experience.

. Rxpenditares or conlrilmtions made purstant to sesessemenls imposed by governmental aothority which are appl enhite
to Operitor’s costs chargenble to Lthe Joint Account under Parigreaphs A and 308 of this Seetion (1.

1. Personal xpenses of those employees whose sadaries sond wagres ave chargeable to the Joint Account under Para mraph
3A of this Section J1,

Tmployee Benelits

Operator's eurvent easts of established plans for emiplayees' gronp life insnrance, hospitalization, pension, retivement stock
purehase, threift, bonus, and other henefit plans of a like neture, applicable to Operator’ Inbor cost charvgeable (o the Joint
Aceount ander Parmgeraphs SA and 30 of this Seetion IT shail be Operator’s actial cost nol to exceed e pereent most . ecent-
ly recommended by the Cotunetd of Pelrolenm Acconntants Sovielies.

Material
Only xoeh Material

Material pirehased or furnished by Opertor for use on the Joint PProperty as provided under Seetion 1V
shall be purehaser! for or transferred ts the Joint Praperty as may be reguired Toe immedinte use and is reasonably jn etieal
sl consistenl with efficient and ceonomien] aperations. The accumlalion of surphis stocks shall be avoided,
Tyransportation

Transporiztion of caployees wnd Material necessary for the Joint, Operations hut suliject to the fullowingg Hoitati ing:

A, I Material is moved Lo the Joint Property from the Operator’s warehonse or other peaperties, ho charge shall b mailde
1 the Joint Aceount far s distance gerenter than the distinee fenme the neareest relindle supply store swhere Hke noaterial
is normally available oy eaihway receiving point nearest the Joint Property unless sgores! to by the Parties,




=

11,

13.

. S,

B. If surplus Materiaf is moved (o Operator’s witrchouse or other storyre point, no clarge shall be made to the Joint Ac-
count for a distance greater than Lhe distance Lo the nearest reliable supply store where like material is normally
available, or railway receiving point nearesl the Joint Property nnless apreed to by the Parties, No charge shall be
made o the Joint Acconnt for movings Matlerial to olhier properties belonging Lo Operator, unless agreed to by the

Parties.

C. In the application of subparagraphs A and 3 above, the option Lo equalize or charge actuad trucking cost is available
when the attuad charge is $400 or less excluding seeessorial charges, 1'he $400 will be adjusted to Lhe imount most
reeently recommended by the Couneil of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and ulilities provided by oulside samrees, exeept services excluded by Paragraph
10 of Seetion 1! and Paragraph i, ii, and i, of Seetion 11, The cost of professionnl eonsullant services and contract ser-
viees of technical personnel directly engaged on the Joint Preperty if such charges are excluded from the overhead rates,
The cost of professional consultant services or conlract services of teehnieat personnel nat directly engaged on the Jaint
Property shall not be eharged to the Joinl Account unless previously agreed (o hy the Parties.

Fauipment and Faeilities Furnished By Operator

A. Operator shall charge the Joint Aceount for use of Operalor owned equipment and fueilities al rales commensurate
with ensts of ownership and operation, Sueh rates shall inelude costs of maintenanee, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated deprecintion not Lo exceed

nereent ( %) per annum. Such rales shall not exceed wverage commereial rates currently pre-
vailing in the immuedinte aren of the Joint Property.

B. Inlicu of charges in parageaph 8A abave, Operator may eleet to use average cammereind rates prevailing in the immedi-
ate :sren of the Joint Property less 20%. For automotive equipment, Operator may eleet Lo use rates published by the
Petroleum Motor Transport Associntion.

Damagres and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary beeause of damapes or losses
inenrred by fire, flond, storm, theft, accident, or other eause, except those resulting from Operator’s gross nepligrence or
willful miscondtiet. Operator shail furnish Non-Operator writlen notice of damages or losses incurred as soon as practicable
afler a reporl thereof has been received by Operalor,

Legal Expense

Fixpense of handling, investigating and settling Hitigation or elaims, discharging of liens, payment of judgements and
amounts paid for settlement of elaims ineurred in or resulting from operations under the ayggreement. or necessary to protect
or recaver the Joint Property, except that ne charge for services of Operator's legad staff or fees or expense of ontside attors
neys shall be meude unless previonsty agreed Lo by the Parties. All other legal expense is eonsidered to he eovered hy the
overhead provisions of Scction H1 unless otherwise agreed Lo by the Parlies, exeepl as provided in Section 1, Parngraph
3

Taxes

Al taxes of every kinid and nature ssedd or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, amd which taxes have been paid by the Operator for the benefit of the Parties. If the md valo-
rem Laxes are based in whele or in part upon separate vaduations of each party’s working inferest, then nolwithstanding
anylhingg o Lhe eontrary herein, eharges to the Joint Aceount shall be made and paid by the Partios heretn in aceordance
with the tax value penerated by each parly’s working interest.

Insurance

Net premiums paid for insurance required to be earried for the Joint Operations forr the protection of the Purties. Tn the
event Joint Operations are condueted in a state in which Operator may act as seif-insurer for Worker's Compensation and/
or Fmployers Linbility ander the respective stite’s laws, Operilor may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a eharge at Operator's cost not Lo exceed mannal rates.

Ahandonment and Reclamation

Costs incurred for abandonment of the Joint Property, ineluding eosts reguired by governmental or other regulatory
authorily.

Communications

Cost of acuiring, leasing, inslalling, operating, repairing and maintaining communication systems, including radio and
mierowstve facilities dircetly serving the Joint Praperty. In the event communiextion faeilities/systems serving the Joint
Property are Operator owned, charges tn the Joint Aceanmt shall be made as provided in Parageeaph 8 of this Seetion 11,

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Seclion 11, or in Seetion 11T and which
is of direct benefit to the Joint Droperty i is incoreed by the Operator in the necessary and proper enndet of the Joint

Operations.




1. Overhemd - Dreilting and Producing Operalions

1.

iit.

A.

1.

HL OVERINEAD

Ax compensation for administeative, supervision, office services and wirehsusing conts, Operator shall eharge deiltiy
amd produsing operations on either:

(%) FPixed Rate Buais, Paragreaph 1A, or

{ ) Pereentagre Basig, Pwragreaph 1R

Unless otherwise agrreed (o by the Parties, snel chavge shall be in lHen of costs wnid expenses of all offices and s
or wapres plos applieable burdens aml expenses of a1} personnel, exeept those liveely ehargeable noder Paragea h
A, Section [, The cost and expense of serviees fram ontside sourees in connection with matlers of taxaton, trafl e,
aeeotinlingr or mutllers before or involving povernmenlal wyrencies shall be eonsidered as inehided in the overhead raoes
provided for in the above selected Parngeraph of this Section 1T unless sueh eonl and expense are agreed to by @ ae
Partios as a divect charge o the Joinl Acconnt.

tar s

Phe wdaries, witges and Persanad Fxpenses of Teehnieal Faployecs and/or the cost of peofessionad eonsullant sored o
and contrael services of technien! personnel divectly empinyed on Lhe Joinl Property:

() shall be eovered by the overhead raies, or
(%) shall not be envered by the averhend rates.

Phe sabaries, wapes and Perzopal Bypenzes of Technieal Employees and/or eosts of prafessionsd eonsultant serv ces
aned eontrael services of technieal personnel either tempnorarily vy permanently assipned to and direcelly employer in
the operation of the Joint Property:

{ ) shall he covered by the overhend rates, or
(X) shall not be coversd by the sverhead rates,  An operator fee of $350.00 per dav shal

PRiv, adjusted annually per paragraph 3 below

a
Overnend - 1
(1) Opeyator shadl chargee the Joint Acconnt al the following rates per well per month:
Dritlinge Well fate 5 _2000.00_(one month minimum)
(Prorated for fess than a foll month)

Producing Wel Rate §320.00_(for producing and water injection wells’

(33 Applieafion of Overbend - Fixed Rade Basis shatl be s follow:

(1) Drillingr Well Rate

(1) Charges for deilling wells shadl begin on the date the well is spudded and ferminate on the date the o eifl-
iy rige, completion rigz, or other nnils vsed in eampletion of the well s veleased, whichever i later, e cept
thal no eharge shalt be mede durings suspension of deilling or completion nperations for fifteen (1) or
e eanseeulive alendae duays,

Clarrpes for wells dadergoing any ype of workover or reeompletion Toe i peviod of five (3) consee itive
work days or more shall be made at the dritling well male, Sueh chuieges shadl be applicd for the p oaing
from date workover operntivms, with vigg or other unils used in waorkover, eommence throweh date f rig
or other nil release, sxvepl thal no eharge shall he made doarins snspension of operations for £ teen

2}

{15) nr more eonseentive enfendne days,

(Y Pradueime Well Rates

(1 An setive well either peaduced or imjected ints for any portion of the wanth shadl be cansidered ag one-

well cliargee for the entire month,

{2} Fach active complebion in g mudti-eompleled well in swhieh production is nol commingslad down hole shal)
he considered ats 0 onewell chargre providing each completion 1 considered o separate well by the g verp-

torge regealalary anlhorily,

(3} An inaslive s well sl in hermuse of overpesinetion or Bilure of porehaser tn lake the produetior shal)
be constidered g a one-wed! chaege providing e s well s diveetly eonnceeted toon pernmen sades

ontlel,

() A eneswell eharge shindl be made for the month in whieh pluggring: aomd albandonment aperations ar - eom-
pPleved on any well. *Phis one-well charge shall be made whether or pot the well has produced exesp. when

driling well vate applies,

{6y Al other inactive wells Gnelinling ol not Jimibsd o netive wells eovered Ly vt alloeable, lease allow-
able, transferred allowabile, eted shadl not gualify for an overhewd eharpe,

() The well rates shall he adpsted as of the first day of April ecach gear followingg the effective dade of the wpeec ement
to which this Acenuntingg Procedure is alinehed. The adjustiment shudl be compuebed! by mnltiplyingr the mue cue-
rently inwse hy the pereentagre inerease or deereense in the averagee weekly earnings of Crude Poteolommn o wl Gas
Deoddietion Warlers Tor the lant ealendare year compared Lo the edendae year peeecding as shown by the imdex
of neermgge weekly earnings of Cende Peteoteam soul Gas Praduction Workers s published by the Hnited States
Department of Labor, Burean of Labor Statistics, or the equivident Unanadizan index ax pulilished by St tisties
Canzln, as applienble, Phe ndiostiad yates shad) be the eates cureently in nee, pins or minns the compy od -

Justmend,
Overhed - Pevecntage Rasis

(1} Operator shall eharge e Joint Acentnt at the Tollowing rates:

-




ANy

Percent { %) of the L()\L of development of the Joint Properly exclusive of costs provided
under Parapraph 10 of Seetion [ and all salvigre eredits,

(2} Development

(L) Operating

Percent { %) of Lthe eost of operating the Joint Properly exclusive of costs provided under

Paragraphs 2 and 10 of Section 11, all salvagre eredits, the vahie of injeeled snbstinees purchased for secondary
reeovery and all taxes and assessmenls which are levied, assessed and paid upon the mineral interest in and
to the Joinl Preperty.

(2) Application of Overhead - Pereentage Busis shall he as follows:

Far the purpase of determining charges nn 2 percentagre baxis under Daragraph 18 of this Section 111, development
shall inclede all eosts in connection with drilling, redrilling, deepening, or any remedial aperations on any or all
wells involving the use of drilling rig and erew capable of drifling to the producing interval on the Joint Prop-
erly; also, preliminary expenditures necessiry in prepavation for dreilling and expenditures incurred in abandoning
when the well is not completed as a producer, amd origginal eost of constrnetion or instalation of fixed assels, the
expansion af fixed assets and any other projeet elearly discernible as o fixed asset, except Meagor Constrnetion as
defined in Paragraph 2 of this Section 1L Al other eosts shall he considered as operating.

2. Overhexad - Major Construetion TO BE NEGOTIATED

To compensate Operator for overhead eosts incurred in the ennstruclion and instadlation of fixed assels, the expansion of
fixed ussets, and any other project clearly discernible as o fixed asset reguired for the development and operation of the
Joint Property, Operator shall either negoliate a rate prior to the bepinning of construetion, or shall charge the .lmnl
Account Tor overhead based on the following eates for any Major Construction project in excess of §

A %of first $100,000 or tolal cosl if less, plus

B e %ol eosts in excess of $100,000 but less than $1,000,000, plus
Co "ol vosts in excess of $1.000,000,

Total cost shall mean the pross cost of any one projeet, For the purpose of this paeagraph, the component parts of a1 single
project shall not be treated separately and the eost of drilling and workover wells and artificial Lift equipment shall be
excluded.

3. Catastrophe Overhead

o compensate Operidor for averhend costs incurred in the event of expenditures resulting Irom a singrle veenrrvence due
to nil spill, blowoul, explosion, fire, storm, hurricane, or other ealastrophes as agrreed (o by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the evenl eausing the expemditures, Operator
shall either nepotiate a rate prior o charping the Joint Aceount or shall ehargze the Joint Aceount for overhead based on
the following rates:

A% of total costs throngh $100,000; plus
B %of tolal costs in excess of $100,000 but less than $1.000,000; plus
Co % of tola) costs in excess of $1,000,000.

Fixpenditores subject Lo the overheads above will not he reduced by insirnnee recoveries, and no other overhead provi-
sions of Lhis Section 11T shall apply.

4. Amendment of Rates

The overhend rates pmvuh-d for in this Seelion ITT may be amended fram Lime to time only hy mutual agreement hetween
the Parlies hereto if, in practice, the rales are fouml to be insufficient or excessive,

IV. PRICING OR.JOINT ACCOUNT MATERIAL PURCIHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and eredits for a1l Material move-
ments affeeting the Joint Property. Operator shall provide all Material for use on the Joint Property: however, at Operator’s
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of jdle and/or surplus
Materiad, such disposad being maule either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus eondition A or B
Material. The disposal of surplus Controllable Malerinl nol purchased by the Operitor shall Le agreed to by the Parties.

1. Purchases

Material purchased shall be charged al the price paid hy Operator after deducetion of all diseounts received. In ease of
Material found to be defective or returned Lo vendor for any other reasons, eredit shall he passed to The Joint Account
when adjustment has heen received by the Operator, )

2. Transfers and Dispositions

Materiad furnished to the Joint Praperty and Material transferrad from the Joinl Property or disposed of iy the Operator,
unless atherwise ngrreerd to by the Marties, shall he priced on the followings hasis exclusive of eashy diseonnls:




A.

New Material {Comlition A)

(Ij Tohular Goods Other than Line Pipe

(x) Tubular goads, sized 234 inches O and targer, except fine pipe, shall he priced at Fastern mitl published
eartond base prices effective s of dale of movement plus transportalion enst asing the 80,000 pound earlaned
weigeht hasis o the railway receiving point nearest the Joint Property for which pabibishol rail rates for
tebular goods exist, 10 the 8BO,000 pound el rate is nol offered, the 70000 ponnd or 50,000 ponnd rail rate
may Dbe used, Preighl eharges for tubing will be eadeulated from Torain, Ohio and easings from Youngstown,

Ohia,

(1) For grades which e specinl o one mill anly, prices shail be eompated ab the mill base of that mill phus trans-
portation eost from that mifl to (the raitway receiving point nearest the Joint Property as provided above in
Parapraph A1), For transpartition cost from painls other than Fastern mills, the 20,000 pound Oil Field
[anlers Association inlerstate track rate shall be nsed.

{t} Speeiat end finish tubular gosds shalt be priced al the fowest publishod ont-of-stock price, Lob. Housinn,
Texus, plus transportation cost, using Ol Field Hiders Assacintion interstate 30,000 pound truek rate, (o
Lhe railway recciving point nenrest the Joinl Property

(1) Macaroni tnhing (size less than 23 inch ODY shall he prieed at the Inwes! pnblished ont-of-sloek prices faoh,
the supplier phos fransportation costs, using the OfF Field Hanlers Association interstate (euek rate per weigcht
of ibiny transforrad, W the raiheay receivingg poinl pesrest the Joint Properls.

{2} Line Pipe

(1) Line pipe movements (excepl size 24 ineh OD and Legror with sealls %% ineh and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Daragraph AL as provided ahove, Frejght
charpes shall be ealeulated from Lorain, Ohia,

(h) Line pipe movements (exeepl size 24 inch O and Lueger with wadls 4 ineh and over) less than 20,000 pounds
shall be priced at Fastern mill published earlond base prices effeelive as of dale of shipnmend, phis 20 pereent,
pius transportalion costs hased op freight rates as set forth under provisions of lubular goods pricing in -
raph A1) as provided abiove, Preight elitrgres sliall be caleutated from Lorain, Ohio,

(e} Line pipe 24 inch O snd over and % inch widl and Laeger shall be priced Lo the point of mannficture
at current new pablished prices plus Lranspoarlation eost (o the raihway reeviving poinl nearest the Joint
Propurty.

(d) Line pipe, including fabrieated line pipe, dyive pipe and conduit not listed on published price tists shall be
prieed ab guoted prices plus freighl to the raihway receiving point nearest the Joint Property ar al priees
agrreed Lo by the Parlies.

Other Material shall be priced at the eurrent new prive, in effeel 2l date of movement, as Dsted by o reliable sapply

store nestrest the Joint Property, or point of mannfictire, plus transportadisn costs, if appheable, to the railway
receivimg point nearest Lhe Juinl Property.

3
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Unused new Material, except tubular paods, moved from the Joind Praperty shall be priced at the enrrent new
prive, in effeet on dite of movement, as isted by a relinble supply store nearest the Joint Properly, or point of
ntanulactuce, plus Lransportation co il applicabile, (o the ruilway reeciving point newrest the Joint Property.
nnsed new Lubolars will be priced as provided shove in Paengeraph 2 A (1) and {2),

—

Gond Userd Malerial [Condilion B

Material in snund and serviceable condition and suitable for rense without recontlitioningr:
(1} Malerial moved lo the Joinl Property

At sevenly-five percent (75%) of eurrenl new price, as determined hy Parageaph A,
(2} Material used on and moved fram the Joint Property

(1) At soventy-five percent (T5%) of citrvent new price, as determined by Parageaph A, i Maderinl was original]
charged o e Joint Aceonnt as new Material or

() At sixty-five percent (65%) of enrrent new price, as determined by Purngeeaph AL Material was originall -
chargred o the Joint Account as used Material,

(3} Material not used on and moved from the Joint Property

At seventy-five percont (T%) of curreni. new price as determined by Pavageraph AL
"he enst of recondiGoninge, if any, shall be ahsorbed by (he teansferring property,
Other Used Material

{1} Comdition

Materin) whieh is not in sond sond serviceable eondition am] nol suitalile for #s oririnad funetion nntil after reem
ditioning shall be priced at fifty percent (50%) of enrrent new price as determined by Parengreaph AL The enst
reconditioming shall be charged to the receiving praperty, provided] Conditinn C valne pins eost of reconditionir
dnes not exceed Condition 13 valne.

IR
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4.

2y Condition {3

Material, exelnding junk, no longrer suilable for ils original prrpase, hul usahle for same other purpase shall he

priced on a basis commmensurate with its use. Operator may dispose of Conddition 1 Material under procedures

normally used by Operator without prior approvil of Non-Operalors,

(1) Casing, tubing, ar deill pipe vsed as line pipe shall be priced as Greade A and B seamless e pipe of com-
parable size wnd weight, Used easing, tbing or deill pipe utilized as line pipe shall be priced wt used line
pipe prices.

(h) Casing, tubing or Jdrill pipe nsed as higher pressmre serviee lines than standard line pipe, s power oil lines,
shall be priced under normal pricing procedures for easing, Whimg, ar dril) pipe. Vpset tnbular gonds shall
be priced on a2 non tupset basis,

(3) Condition B
Junk shall he priced at prevailing prices. Operator may dispose of Condition 15 Material under procedures nor-
mally utilized by Operator withent prior approval of Non-Operitlors.
D. Ohsolete Material

Material which is serviceable and usable for ils original function bul condition and/or value of snch Materiad is nat
equivitlent Lo that which wotld justify & price as provided above may be specially priced ns agreed to by the Parties,
Such price should resuft in the Joint Account being charged with the vadne of the serviee rendered by such Materinl,

15, Pricing Conditinns

(1) Londing or nnloading costs may be charged to the Joint Account af the rate of twenty-five cents (25¢3 per hundred
weipht on all (ubulae goods movements, in Hen of aeloal loading or unloding costs sustained a0 the stocking
point. The above rate shall be ndjusted as of the first day of Apwil each yewr following Janunry 1, 1955 by the same
pereentage inerease or deerease used to adjust overhead rites iy Section HIL Paragreaph LAY Eaeh year, the
rate eadenlited shall be rounded to the neavest cent and shadl be the rite in effeet until the fiest day of Apeil next
year, Such ride shall he published eaeh year by the Conneil of Petrolenm Acconnlants Socictios.

2) Material involving ereclion eosts shall he ehargred al applicalde pereentage of the enerent knocked-down price of

new Malerial,

Premium Prices

Whenever Malerial is not veadily oblainable at published or fisted prives beenuse of nationa! emergencies, sirikes or other
mnnsiat eanses over which the Operator has no conlrol, Lhe Operator may charge the Joint Account for the required
Material ab the Operator’s actual cosl inenrred in providing sueh Material, in making it suitahle for use, amd in moving
it to the Joint Property: provided notice in wriling is furnished to Non-Operators of the proposed eharge prior to billing
Nen-Operators for such Material, Fach Non-Operator shall have the rigght, by so electing and notifying Uperator within
after veceiving notice from Opersttor, o furnish in kind all or paoct of his share of such Material suitable fur use

i

fen days
and aceeplable to Operator,

Warrunty of Matevidd Fuenished By Operator

Operalor doos pud warrant the Material Turnished, In ense of defoctive Matevial, eredit shall nol be passed ta the Joint
Account until adjustment has heen received by Operator fram the manufaetorers or thetr apents,

VOINVENTORIES

The Operator shall nmuintain debailed reeords of Controllahle Material

1.

Perindie Inventories, Notice and Represeniation

AL rewsonable intervals, inventories shall he taken by Operator of the Joint Account Conteollable Material, Weitten nolice
of infention to taike invenlory shall be given by Opernior at Jeast thivty (20) days before any inventory is 1o begrin so that
Non-Operators nay he represented when any invenlory is nken, Faiture of Non-Operators to e represented ot an invens
tory shall Lind Non-Operators Lo aceepl the invenlory aleen by (perator,

Reconeilintion anid Adjostment of Inventories

Adjustments to the Joint Aeccannt resulling fram the vecancilintion of 2 physienal inventory shall be inade within six
monihs following the laking of the inventory, Inventory adjpstments shall be made by Operator (o the Joint Aeconnt for
pvermpres and shortages, nt, Operatsr shnll be held saecountable only for shortages doe o ek of reasonable dipene,

Spreint Inventories

Special inventories may be taken whenever there is iy sade, ehangze of interest, or changre of Operator in the Joint Property,
1t shal! be the duly of the party sellimg o notify all other Parties as quickly as possible afler the transfer of interest 1akes
plare, Tn sueh eases, bolh the setfer and the purchiaser shall be governed by snels inventory, In eases involving o ehangre
of Operatar, adl Parties shall be povernad by such inventory.

Fixpense of Condueling Ineentories

A, The expense of condneling periodic inventories shall nat be eharged (o the Joint Account unless maeed (o by the
Partivs.

15, The expense of candueling special inventories shatl he eharged to the Parties requesting such inventories, exeept in-
ventories required due to elingee of Operator shall be chargal to the Joinl Aceonnt,

A
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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 to 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 account. Except by mutual consent of the parties, no
other insurance shall be maintained for the joint 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 Operator is unable to obtain or maintain such
insurance, Operator shall promptly notify Non-Operators in
writing of such fact.



