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UNIT OPERATING AGREEMENT
CACTUS (QUEEN) UNIT
CHAVES COUNTY, NEW MEXICO

THIS AGREEMENT, entered into as the lst day of November, 1988 by and
between the parties who have signed the original of this instrument, a
counterpart thereof, or other instrument agreeing to become a party hereto,

WITNESSETH:

WEEREAS, the parties hereto as Working Interest Owners have executed, as
of the date hereof, an Agreement entitled "Unit Agreement, Cactus Queen Unit,
Chaves County, New Mexico," herein referred to as "Unit Agreement," which,
among other things, provides for a separate agreement to be entered into by
Working Interest Owners to provide for Unit Operations as therein defined.

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

ARTICLE 1
CONFIRMATION OF UNIT AGREEMENT

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

ARTICLE 2
EXHIBITS
2.1 Exhibits. The following exhibits are incorporated herein by
reference:
2.1.1 Exhibits "A", "B", and "C", of the Unit Agreement.
There is no Exhibit "D".
2.1.2 Exhibit "E", attached hereto, is a schedule showing the Unit

Participaticn of each Working Interest Owner. Exhibit "E", or a revision
thereof, shall not be conclusive as to the information therein, except it
may be used as showing the Unit Participations of Working Interest Owners
for purposes of this Agreement until shown to be in error or revised as
herein authcrized.

2.1.3 Exhibit "F", attached hereto, is the Accounting Procedure
applicable to Unit Operations, If there is any conflict between this
Acreement and Exhibit "F", this Agreement shall govern.

2.1.4 Exhibit "G", attached hereto, contains insurance provisions
applicable to Unit Operations.
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2.2 Revision of Exhibits. Whene?er Exhibits "a", "g" or e
are revised, Exhibit "E" shall be revised accordingly and Dbe
effective as of the same date. Unit Operator shall also revise

Exhibit "E"” from time to time as required to conform to changes in
ownership of which Unit Operator has been notified as provided in
the Unit Agreement.

2.3 Reference to Exhibits. When reference 1is made herein to an

exhibit, it i1s to the exhibit as originally attached or if revised, to the
last revision.

ARTICLE 3
SUPERVISION OF OPERATICNS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working 1Interest Owners shall exercise
overall supervision and control of all matters pertaining to Unit Operations
pursuant to this Agreement and the Unit Agreement. In the exercise of such
authority, each Working Interest Owner shall act solely in its own behalf in
the capacity of an individual owner and not on behalf of the owners as an
entirety.

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

3.2.1 Method of Operation. The method of operation,
including the type or types of pressure maintenance, secondary
recovery, or other recovery program to be employed.

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

3.2.3. Well Recompletion and Change of Status. The recompletion,
abandonment, or permanent change of status of any well, or the use
of any 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. The making of any single expenditure in
excess of Fifteen Thousand Dollars ($15,000.00); however, approval

by Working Interest Owners of the drilling, reworking, deepening, or

plugging back of any well shall include approval of all necessary

expenditures required therefore, and for completing, testing and

equipping the well, including necessary flow lines, separators, and

lease tankage; provided however, that in case of blowout, 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.
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3.2.5 Disposition of Unit Equipment. The selling or
otherwise disposing of any major item of surplus Unit Equipment, if
the current price of new equipment similar thereto is Five Thousand
Dollars ($5,000.00) or more.

3.2.6 Appearance Before a Court or Regulatory Agency. The
designating of a representative to appear before any court or
regulatory agency in matters pertaining to Unit Operations; however,
such designation shall not prevent any Working Interest Owner from

appearing in person or from designating another representative in
its own behalf.

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

(a). not_be conducted more than once each year except upon  the
resignation or removal of Unit Operator, and

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

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

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

3.2.8 Inventories. The taking of periodic inventories under
the terms of Exhibit "F".

3.2.9 Technical Services. The authorizing of charges to the
Joint Account of services by consultants or Unit Operator's
technical personnel not covered by the overhead charges provided by
Exhibit "F".

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

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

3.2.12 The enlargement of the Unit Area.

3.2.13 The adjustment and readjustment or investments.

3.2.14 The termination of the Unit Agreement.



ARTICLE 4
MANNER OF EXERCISING SUPERVISION

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

4.2 Meetings. All meetings of Working Interest Owners shall be
called by Unit Operator upon its own motion or at the request of two (2) or
more Working Interest Owners having a total Unit Participation then in effect
of not less than ten percent (l10%). No meeting shall be called on less than
fourteen (14) days advance written notice, with agenda for the meeting
attached. Working Interest Owners who attend the meeting may amend items
included in the agenda and may act upon an amended item or other items
presented at the meeting. The representative of Unit Operator shall be
chairman of each meeting.

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

4.3.1 Voting Interest. Each Working Interest Owner shall have
a voting interest equal to its Unit Participation in effect at the
time of the vote.

4.3.2 Vote Required. Unless otherwise provided herein or in the
Unit Agreement, Working Interest Owners shall determine all matters
by the affirmative vote of four or more Working Interest Owners
having a combined voting interest of at least seventy-five percent
(75%) ; however, should any one Working Interest Owner have more than
twenty-five percent (25%) voting interest, 1its negative vote or
failure to vote shall not defeat a motion, and such motion shall
pass 1f approved by Working Interest Owners having a majority voting
interest, unless three or more Working Interest Owners having
combined voting interest of at least five percent (5%) likewise
vote against the motion or fail to vote.

4.3.3 Vote at Meeting by Nonattending Working Interest Owner.
Any Working Interest Owner not represented at a meeting may vote on
any agenda item by 1letter or telegram addressed to the
representative of Unit Operator if its vote is received prior to the
vote at the meeting, provided the agenda items are not amended.

4.3.4 Poll Votes. Working Interest Owners may vote on and
decide, by letter or telegram, any matter submitted in writing to
Working Interest Owners. If a meeting 1is not reqguested, as

provided in Section 4.2, within seven (7) days after a written
proposal 1is sent to Working Interest Owners, the vote taken by
letter or telegram shall become final. Unit Operator will give

prompt notice cf the results of such voting to all Working Interest
Cwners.



ARTICLE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS
5.1 Reservation of Rights. Working Interest Owners severally reserve

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

5.2 Specific Rights. Each Working Interest Owner shall have among
others, the following specific rights:

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

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

5.3 Undrilled Locations. Unit Operator shall have the option to
drill any undrilled locations on tracts committed to the Unit Area at Unit
Expense subject to partners approval as listed under Article 4.3.

ARTICLE ©

UNIT OPERATOR

6.1 Unit Operator. Yates Drilling Company, a New Mexico corporation, 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 successor shall
be governed by the provisions of the Unit Agreement.

ARTICLE 7

AUTHORITIES AND CUTIES OF UNIT OPERATOR

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

7.2 Workmanlike Conduct. Unit Operator shall conduct Unit Operations
in a good and workmanlike manner as would a prudent operator under the same or
similar circumstances. Unit Operator shall <£freely consult with Working
Interest Cwners and keep them informed of all matters which Unit Operator, in
the exercise of its best judgment, considers important. Unit Operator shall
not be liable to Working Interest Owners for damages, unless such damages
result from its gross negligence or willful misconduct.
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7.3 Liens and Encumbrances. Unit Operator shall endeavor to keep the
lands and leases in the Unit Area and Unit Equipment free from all liens and
encumbrances occasioned by Unit Operations, except the lien and security
interest of Unit Operator and Working Interest Owners granted hereunder.

7.4 Emplovees. The number of employees used by Unit Operator in
conducting Unit Operations, their selection, hours of labor, and compensation

shall be determined by Unit Operator. Such employees shall be the employees
of Unit Gperator.

7.5 Records. Unit Cperator shall keep correct bocks, accounts, and
records of Unit Cperations.

7.6 Reports to Working Interest Owners. Unit Ogerator shall furnish
Working Interest Owners quarterly reports of Unit Operations.

7.7 Reports to Governmental Authorities. Unit Operator shall make all

reports to governmental authorities that it has the duty to make as Unit
Operator.

7.8 Engineering and Ceological Information. Unit Cperator shall furnish
to a Working Interest Owner, upon written request, a copy of all logs and
other engineering &and geological data pertaining to wells drilled for Unit
Operaticns.

7.9 Expenditures Unit Operator is authorized to make single
expenditures not in excess of Thirty Thousand Dollars ($30,00C.00) without
prior approval of Working Interest Owners. If an emergency occurs, Unit
Operator may immediately make or incur such expenditures as in its opinion are
required to deal with the emergency. Unit Operator shall report to Working
Interest Cwners, as promptly as possible, the nature of the emergency and the
action taken.

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

7.11 Mathematical Errors. Unit Operator 1s empowered to correct any
mathematical errors which might exist in the pertinent exhibits to this
Agreement.

7.12 Rorder Agreement. Subject to the provisions and conditions in the
Unit Agreement, Unit Cperator shall have the right and authority to enter into
border protection agreements.

7.13 Conflict of Supervision Neither the Unit Operator nor the Working
Interest GCwners, nor any of them, shall be subject to any forfeiture,
termination or expiration of any xights hereunder or under any leases or
contracts subject hereto, or to any renalty or liability on account of delay
or failure in whole or in part to comply with any applicable provisions
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thereof to the extent that the said Unit Operator or the Working Interest
Owners, or any of them are hindered, delayed or prevented from complying
therewith by reason of failure of the Unit Operator to obtain, in the exercise
of due diligence, the concurrence of proper representatives of the United
States and of the State of New Mexico in and about any matters or things
concerning which it is required herein that such concurrence be obtained.

ARTICLE 3
TAXES

8.1 BAd Valorem Taxes. Beginning with the first calendar year after the
Effective Date hereof, Unit Operator shall make and file all necessary ad
valorem tax renditions and returns with the proper taxing authorities with
respect to all property of each Working Interest Owner used or held by Unit
Operator for Unit Operations. Unit Operator shall settle assessments arising
therefrom. Any Working 1Interest Owner dissatisfied with any proposed
rendition or assessment of its interest in property shall have the right, at
its own expense, to protest and resist the same. All such ad Valorem taxes
shall be raid by Unit Operator and charged to the joint account; however, if
the interest of a Working Interest Owner is subject to a separately assessed
overriding royalty interest, production payment, or other interest in excess
of one-eighth (1/8) royalty, such Working Interest Cwner shall notify Unit
Operator of such interest prior to the rendition date and shall be given
credit for the reduction in taxes paid resulting therefrom.

8.2 Other Taxes. Each Working Interest Cwner shall pay or cause to be
paid all production, severance, gathering, and other taxes imposed upon or
with respect to the production or handling of its share of Unitized
Substances.

ARTICLE 9
INSURANCE
9.1 1Insurance Unit Operator, with respect to Unit Operations, shall:
{a) comply with the VWorkmen's Ccmpensation Laws of the State,

(b} carry Employer's Liability and other insurance required by the
laws of the State, and

(c) provide other insurance as set forth in Exhibit "“G".
ARTICLE 10
ADJUSTMENT OF INVESTHMENTS

10.1 Personral Property Taken Over. Upon the Effective Date,

Working
Interest Cwners shall deliver to Unlt Operator the following:

10.1.1 Wells. All wells ccmpleted in the Unitized Formation.
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10.1.2 Well and Lease Equipment. The casing and tubing in
each such well, the wellhead connections thereon, and all other
lease and operating equipment that is used in the operation of such
wells which Working Interest Owners determine is necessary or
desirable for conducting Unit Operations.

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

10.2 Inventory and Evaluation of Personal Property. Working Interest
Cwners shall at Unit Expense inventory and evaluate, as determined by Working
Interest Owners, the personal property taken over by Unit Operator under
Section 10.1.2. Such inventory shall include and be limited to those items of
equipment considered controllable under Exhibit "F" except, upon determination
of Working Interest Owners, items considered noncontrollable may be included
in the inventory in order to be included in the inventory for record purposes,
but shall be excluded from evaluation and investment adjustment.

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

10.4 General Facilities. The acquisition of warehouses, warehouse
stocks, lease houses, camps, facility system, and office buildings necessary
for Unit Operations shall be by negotiation by the owners thereof and Unit
Operator, subject to the approval of Working Interest Owners.

10.5 Ownership of Personal Property and Facilities. Each Working
Interest Owner, individually, shall by virtue hereof own an undivided
interest, equal to its Unit Participation, in all wells, equipment, personal
property and facilities taken over or otherwise acquired by Unit Operator
pursuant to this agreement.

ARTICLE 11

UNIT EXPENSE

11.1 Basis for Charge to Working Interest Owners. Unit Operator
initially shall pay all Unit Expenditures. Each Working Interest Owner shall
reimburse Unit Operator for its share of Unit Expenditures. Each Working

Interest Owner's share of such Unit Expenditures shall be the same as its Unit
Participation for:



{a) items in the nature of capital assets including, without
limitation, real property if acquired;

(b) acquiring, drilling, redrilling, equipping and re-equipping
water injection wells, replugging or converting oil wells to water
injection wells, pumping and pipeline facilities for such wells, and
changing any injection interval in any such well;

(c) re-entry and replugging of wells outside the wunit area as
necessary to permit water injection into appropriate wells within
the unit area;

(d) gathering 1lines and facilities and common tank batteries
utilized or acquired for Unit Operations, and

(e) water purchased or otherwise contained for injection purposes
and the costs of injection thereof into the Unit Area.

Each Working Interest Owner's share of all other Unit Expenditures shall be
the same as its Unit Participaticn in effect at that time. All charges,
credits and accounting for Unit Expenditures shall be in accordance with
Exhibit "F".

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

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

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

11.5 Lien and Security Interest of Unit Operator and the Working Interest
Cwners. Each Working Interest Owner grants to Unit Operator a lien upon its
Cil and Gas Rights in each Tract and a security interest in its share of
Unitized Substances when extracted and its interest in all Unit Equipment to
secure payment of its share of Unit Expense, together with interest thereon at
the rate of twelve percent (l2%) per annum, with the further provision that
Unit Operator grants a like lien to Working Interest Owners. To the extent

-




that Unit Operator has a security interest under the Uniform Commercial Code
of the State of New Mexico, Unit Operator shall be entitled to exercise the
rights and remedies of a secured party under the Code. The bringing of a suit
and the obtaining of a judgment by Unit Operator for the secured indebtedness
shall not be deemed an election of remedies or otherwise affect the lien
rights or security interest as security for the payment thereof. In addition,
upon default by any Working Interest Owners in the payment of its share of
Unit Expense, Unit Operator shall have the right, without prejudice, to other
rights or remedies, to collect from the purchaser the proceeds from the sale
of such Working Interest Owner's share of Unitized Substances until the amount
owed by such Working Interest Owners, plus interest, has been paid. Each
purchaser shall be entitled to rely upon Unit Operator's written statement
concerning the amount of any default. The rights herein granted the Unit
COperator shall in like manner apply to the other Working Interest Owners.

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 Cperator, to pay its proportionate part of the unpaid share of
Unit Expense of the defaulting Working Interest Owner. Working Interest
Owners that pay the share of Unit Expense of a defaulting Working Interest
Owner shall be reimbursed by Unit Operator for the amount so paid, plus any
interest collected thereon, upon receipt by Unit Operator of any past due
amour.t collected from: the defaulting Working Interest Owners. Any share of
Unit Expense shall, to obtain reimbursement thereof, be subrogated to the lien
and other rights herein granted Unit Operator.

11.7 Carved-Out Interest. If any Working Interest Owners shall, after
executing this agreement, create an overriding royalty, production payment,
net proceeds interest, carried interest, or any other interest out of its
Working Interest, such carved-out interest shall be subject to the terms and
provisions of this agreement, specifically including, but without limitation,
Section 11.5 hereof entitled “Lien of Unit Operator." 1If the Working Interest
Cwner creating such carved-out interest (a) fails to pay any Unit Expense
chargeable to such Working Interest Owner under this agreement, and the
production of Unitized Substances accruing to the credit of such Working
Interest Owner is insufficient for that purpose, or (b) withdraws from this
agreement under the terms and provisions of Article 17 hereof, the carved-out
interest shall be chargeable with a pro rata portion of all Unit Expense
incurred hereunder, the same as though such carved-out interest were a Working
Interest, and Unit Operator shall have the right to enforce against such
carved-out interest the lien and all other rights granted in Section 11.5 for
the purpose of collecting the Unit Expense chargeable to the carved-out
interest.

11.8 Uncommitted Royalty. Should an owner of a Royalty Interest in
any Tract fail to become a party to the Unit Agreement, and, as a result
thereof, the actual Royalty Interest payments with respect to such Tract are
mote or less than the Royalty Interest payments computed on the basis of the
Unitized Substances that are allocated to such Tract under the Unit Agreement,
the difference to be borne by or inure to the benefit of Working Interest
Owners shall not exceed an amount computed on the basis of one-eighth (1/8) of
the difference bhetween the Unitized Substances allocated to the Tract and the
Unitized Substances produced from the Tract. Such adjustments shall be made
by charges and credits to the joint account.
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11.9 Salvage Credit. Credit for Unit Equipment salvaged during shall
be divided in the same proportion as the Unit Participation.

11.10 Rentals. The Working Interest Owners in each Tract shall pay
all rentals, minimum royalty, advance rentals or delay rentals due under the
lease thereon and shall concurrently submit to the Unit Operator evidence of
payment.

ARTICLE 12
NON-UNITIZED FORMATIONS

12.1 Right to Operate. Any Working Interest Owner ¢that now has or
hereafter acguires the right to drill for and produce o0il, gas, or other
minerals, from a formation underlying the Unit Area other than the Unitized
Formation, shall have the right to do so notwithstanding this Agreement or the
Unit Agreement. In exercising the right, however, the Working Interest Cwner
shall exercise care to prevent unreasonable interference with Unit Operations.
No Working Interest Owner shall produce Unitized Substances through any well
drilled or cperated by it. If any Working Interest Owner drills any well into
or through the Unitized Formation, the Unitized Formation shall be protected
in a manner satisfactory to Working Interest Owners so that the precduction of
Unitized Substances will not be affected adversely.

ARTICLE 13
TITLES

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

13.2 Failure Because of Unit Operations. The failure of title of any
Working Interest in any Tract because of Unit Operations, including
nonproduction from such Tract, shall not change the Unit Participation of the
Working Interest Owner whose title failed 1in relation to the Unit
Participaticns of the other Working Interest Owners at the tine of the title
failure.
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ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, obligations, and liabilities of
Working Interest Owners shall be several and not joint or collective; and
nothing herein shall ever ke construed as creating a partnership of any kind,
joint venture, association, or trust among Working Interest Owners.

14.2 Settlements. Unit Operator may settle any single damage claim or
suit invelving Unit Operations if the expenditure dces not exceed Fifteen
Thousand Dollars ($15,000.00) and if the payment is in complete settlement of
such claim or suit. If the amount required for settlement exceeds the above
amount, Working Interest Owners shall assume and take over the further
handling of the claim or suit, unless such authority, is delegated to Unit
Operator. All costs and expense of handling, settling, or otherwise
discharging such claim or suit shall be an item of Unit Expense. If a claim
is made against any Working Interest Owner or if any Working Interest Cwner is
sued on account of any matter arising from Unit Operations over which such
Working Interest Owner individually has no control because of the rights given
Working Interest Owners and Unit Operator by this Agreement and the Unit
Agreement, the Working Interest Owner shall immediately notify Unit Operator,
and the claim or suit shall ke treated as any other claim cr suit involving
Unit Operations.

ARTICLE 15
LAWS AND REGULATIONS

15.1 Internal Revenue Provision, Notwithstanding any provisions herein
that the rights and liabilities of the parties hereunder are several and not
joint or collective, or that this Agreement and operations hereunder shall not
constitute a partnership, if for Federal income tax purposes this Agreement
and the operations hereunder are regarded as a partnership then each of the
parties hereto elects to be excluded frocm the application of all of the
provisions of Subchapter K, Chapter 1, Subtitle A, of the Internal Revenue
Ccde of 1954, as permitted and authorized by Section 761 of the Code and the
regulations promulgated thereunder. Unit Cperator 1s hereby authorized and
directed to execute on bkehalf of each of the parties hereto such evidence of
this election as may be required by the Secretary of the Treasury of the
United States or the Federal Interral PRevenue Service, including specifically,
but not by way of limitation, all of the returns, statements, and the data
required by Federal Regulations 1.761-1(a). Should there be any requirement
that each party hereto further evidence this election, each party hereto agrees
to execute such documents and furnisn such other evidence as may be required
by the Federal Internal Revenue Service or as may be necessary to evidence
this election. Each party hereto further agrees not to give any notices or
take any other action inconsistent with the election made hereby. If any
present or future income tax laws cof the state cor states in which the Unit
Area is located, or any future inccme tax of the United States, contain
provisions similar to those in Subchapter K, Chapter 1, Subtitle A, of the
Internal Revenue Code of 1954, under which an election similar to that provided
by Section 761 of the Code is permitted, each of the parties agrees to make
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such election as may be permitted, or required by such laws. In making this
election, each of the parties states that the income derived by such party
from the operations under this Agreement can be adequately determined without
the computation of partnership taxable income.

15.2 Statutory Unitization. If working Interest Owners owning at least
seventy-five percent (75%) of the Unit Participation have become parties to
this Agreement and if Royalty Interest Owners owning at least seventy-five
percent (75%) of the Royalty Interest have become parties hereto, the Unit
Operator may make application to the New Mexico Oil Conservation Division of
the Energy and Minerals Department for statutory unitization of the
uncommitted interests.

ARTICLE 16
NOTICES

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

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 Withdrawal. A Working Interest Owner may withdraw from this
Agreement by transferring, without warranty of title, either express or
implied, to the other Working Interest Owners, all 1its O0il and Gas Rights,
exclusive of Royalty Interests, together with its interest in all Unit
Equipment and in all wells used in Unit Operations. The instrument of
transfer may be delivered to Unit Operator for the transferees. Such transfer
shall not relieve the Working Interest Owner from any obligation or liability
incurred prior to the date of the delivery of the instrument of transfer;
however, the tender has to be accepted unless Working Interest Owners decide
within ninety (90) days to terminate the Unit. The interest transferred shall
be owned by the transferees 1in proportion to their respective Unit
Participations then 1in effect. The transferees, in proportion to the
respective interests so acquired, shall pay transferor, for its interest in
Unit Equipment, the net salvage value therecf as determined by Working
Interest Owners. In the event such withdrawing party's interest in the
aforesaid fair salvage value after deducting the estimated cost of salvaging
same is less than the withdrawing party's share of the estimated cost of
plugging and abarndoning all wells then being used or held for Unit Operations,
then the withdrawing party, as a condition precedent to withdrawal, shall pay
in cash to the party or parties succeeding to its interest a sum equal to the
deficiency. After the date of delivery of the instrument of transfer, the
withdrawing Working Interest Owner shall be relieved frem all further
obligations and liability hereunder and under the Unit Agreement, and the
rights of such Working Interest Owner hereunder and under the Unit Agreement
shall cease insofar as they existed by virtue of the interest transferred.

-13-



ARTICLE 18
ABANDONMENT OF WELLS

18.1 Rights of Former Owners. If Working Interest Owners decide to
permanently abandon any well within the Unit Area prior to termination of the
Unit Agreement, Unit Operator shall give written notice thereof to the Working
Interest Owners of the Tract on which the well is located, and they shall have
the option for a period of ninety (90) days after the sending of such notice
te notify Unit Operator in writing of their election to take over and own the
well. Within ten (10) days after the Working Interest Owners of the Tract
have notified Unit Operatcr of their election to take over the well, they
shall pay Unit Operator, for credit to the joint account, the amount
cdetermined by Working Interest Owners to be the net salvage value of the
casing and ecuipment in on the well. The Working Interest Owners of the
Tract, by taking over the well, agree to seal off the Unitized formation, and

upon abandonment to plug the well in compliance with applicable laws and
regulations.

18.2 Plugging. If the Working Interest Owners of a Tract do not elect to
take over a well 1located within the ©Unit Area that 1is proposed for
abandonment, Unit Operator shall plug and abandon the well in compliance with

applicable laws and regulations.
ARTICLE 19

EFFECTIVE DATE AND TERM

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

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

ARTICLE 20
ABANDONMENT OF OPERATICNS

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

20.1.1 0il and Gas Rights. 0il and Gas Rights in and to each
separate Tract shall no longer be affected by this Agreement, and
thereafter the parties shall be governed by the terms and provisions
of the leases, contracts and other instruments affecting the separate
Tracts.
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20.1.2. Right to Operate. Working Interest Owners of any
tract that decire to take over and continue to operate wells
located thereon may do so by paying Unit Operator, for credit
to the Joint account, the net salvage values, as determined by
Working Interest Owners, of the casing and equpment in and on
the wells taken over and by agreeing upon abandonment to plug
each well in compliance with applicable laws and regqulations.

20.1.3 Cost of Abandonment. The cost of abandonment of
Unit Operations shall be Unit Expense.

20.1.4 Distribution of Assets. \Vorking Interest Owners
shall share in the distribution of Unit Egquipment, or the
proceeds thereof, in proportion to their Unit Participations.

ARTICLE 21
EXECUTION

21.1 Original, Counterpart, or other Instrunent. An owner of a
Working Interest may become a party to this Agreement by signing the original
of this instrument, a counterpart thereof, or other instrument agreeing to

become a party hereto. The signing ot any such instrument shall have the same
effect as if all parties had signed the same instrument.

ARTICLE 22
SUCCESSORS AND ASSIGNS

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

No party hereto shall assign or convey less than his entire interest in
any Tract committed hereto unless such leased interest, 1if any, is an
undivided interest in such entire tract; and, should any interest committed
hereto be or become owned by three (3) of more parties, then all of such
parties shall be obligated to appoint a single agent to represent such
interest for the purpose of accepting billings and receiving payments, if any,
arising hereunder, or under the Unit Agreement, and for vote upon any matter
which is the subject of determination orf by the Working Interest Owners.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on

the dates opposite their respective signatures.

YATES DRILLING CCMPANY
Unit Operator and Working Interest Owner

9.
by it [
4

'4,,\\ ‘//> Attorney-in-Fact
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SIGNATURE PAGE ATTACHED TO AND MADE A PART OF UNIT OPERATING AGREEMENT
COVERING CACTUS (QUEEN) UNIT, CHAVES COUNTY, NEW MEXICO.

STATE OF NEW MEXICO)
: SS
COUNTY OF  EDDY)

The foregeoing instrument was acknowledged before me this 14th day of May,
1990, by Peyton Yates, Attorney-in-Fact for YATES DRILLING COMPANY, a New
Mexico corporation, on behalf of said corpcration.

My commission expires: ' ﬁm;; af W

August 28, 1991 Notary Publaic
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ATTACHED TO AND MADE A PART OF THE CACTUS QUEEM UNIT OPERATING AGREEMENT DATED
NOVEMBER 1, 1989 COVERING LANDS IN TOWNSHIP 12 SOUTH, RANGE 31 EAST, CHAVES
COUNTY, NEW MEXICO.

EXHIBIT "E"

I. Percentage of Unit Participation of Parties Under the Agreement:

Yates Drilling Estate of Lillie M. Myco Industries
Company Yates III Yates Inc.
Tract
#1 14.669900 7.334950 7.334950 -0-
Tract
#la 9.087000 4.543500 4.543500 -0-
Tract
#2 4.834350 2.417175 2.417175 ~0-
Tract
#2a .556950 .278475 .278475 -0-
Tract
#3 7.553000 3.776500 3.776500 -0-
Tract
#4 9.787600 ~-0- -0~ 9.787600
Tract
4a 3.163950 ~-0- -0- 3.163950
Tract
4b .347250 -0- -0~ .347250
TOTAL 50.000000 18.350600 18.350600 13.298800
NAME % OF UNIT
Yates Drilling Company 50.000000
Estate of Martin Yates III 18.350600
Lillie M. Yates 18.350600

Myco Industries, Inc. 13.298800
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Lactus Queen. Unit,.Chaves..County,. New Mexico.
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ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL DPROVISIONS
Definitions
“Jainl Property ™ shall mean the real and personad proporty subject to the agreoment to which s SAccountiog
Procedure is attached.

“Joint Qperations” shall mecan all operations necessary or proper for the development, operaticn, protection and
maintenanee of the Junt Property, B

"Joint Account™ shall incan the account showing the charges paid and eredits received in the conduct of the Joint
Operations and which are to be sharerd by the arties,

“Opcrator” shall mean the party designated to conduct the Joint Operations.
“Non-Qperators” shall mean the parties to this agreement other than the Opcrator.
“Parties™ shall mucan Operator and Non-Operators,

“First Level Supervisors” shall mean those cmpluyees whose primary function in Joint Operations s the direet
supervizion of other cmployees and/or contract iabor directly cmployed on the Juint Property o a ficld aperat-
ing cupacity.

*Technical Employees” shall mcan those emuloyees having special and specifie enpineering, jeolagical or other
professional skills, und whose primary function an Joint Operations 1s the handhng ol specitic operating condi-
tions and problems for the berelit of the Joint Pioperty.

“Personul Cxpenses” shall mean travet and other veasonable reunbursable expenses of Operator's vmplovees.,
“"Matcrial” shall mean personal property, cquipment or supplies acquired or beid for use on the Joint Propesty.
“Controlfable Matenal” shall mean Matenial which at the tirae is so classificd in the Material Classification Mannal
as most recently recemmended by the Council of Petroleum Accountants Societies of Novth Amerien.

Statement and Billings

Operatos shall bill Non-Oferaters on or tefore the last day of cach month for their preportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which dentity the authe
ity fer expenditure, Jease cr facility, and all-chargges and aredits, summarized by appropriate clossineations of in-
vestment ind expense except that items of Controllable Matenal and unusual charges and eredits shall be sep-
arately identificd and fully deserived in detail.

Advances and Payments by Non-Operators

Unless atherwise provided for in the agreement, the Operator may require the Non-Operators to advance {heir
share of estnnated cash outlay for the succeeding month’s vperation. Operator shull adjust cach monthly biting
1o reflect advances 1ecaaived from the Non-Operators.

Eacin Nun-Operator shaly pay its proportion of all bills within fifteen (15) davs after reccipt. If payment is not
made within sich time, the unpaid Lalance shall hear anterest menthly at the rate of twelve l“-‘l‘Ct'l;l (120 ’ o
anmum or the maxinunn contract rate pesmnted by the applicable usury laws in the state in which the Joamt
Property is located, whichever is the lesser, plus atterney's fees, court costs, and olher costs n ‘_u"”c“m;‘ it
the collection of unpuid amounts, X

Adjustmoents

Payment of any such bills shall nol prejudice the vight of any Non-Operator to protest or question the correct
ness thereof; provided, however, all bills ana stements rendered 1o Non-Operators by Operator .
calendar year shall conctusivedy be prosumed 1o Le tree and correet after (wenty- ’
the end of any such calendar Jear, unless vt abe caid twentv-four (24) nomtn perod g Non-Operator takes
written exception therets and pilees cham on Cperatar for adjuntineat, No wdyustment faverabie in mw.r‘ml r ~|l "‘l.\l
be murde upless 3t made wattun the sume presaibed penod. Yhe provisions of thns patag S
adjustments resuiting from o physical mveniory of Controllable Materiul as provided fo;

durne any
four (24) months follimernag:

aph shadl nat prevent
e Scection

Audils
A. Non-Operator, upon potice in writing to Operatar and all other Non-Operators, shall have the raptht to sndit Ope
Fator's accounts and cconds relidimge to the Jaimnt Account 1or any calendar Year within the twentv-fouy (21 :\l!-
. ‘ - [R1N}
persod follownyt e end of dueh calendar years provided, however, Qe malang of on audge thall not extend "-l

¢
St phovided Jor gn Jaraeg -

. : araviaph doof thag
Section 1 Where shae are twa or mste Noa-Opertors, te Non-Opecators shall make cvery yeaanande clfont to

conduct jomnl o smultineous audits e a o muanner wlach waitl veanl o on 1amoninm ol iconventnee 1o the Oaan
tor, Ojcaator shall Fear no portron of the Nen-Operators” audit coxd memied under Hus parageaph wabeas apeod
for Ly e Qperiator,

Auproval Ly Mun-Operatms

Whenee an ap provad or other reerasntal the Paatics or Non-Operaans: is expoesy tequited under ather e
Lions of i Aceauntg Jrocedure cnd ol the aercement lo whinch Ui Avevanting l'.;:\(~(l|x:: veattaehed ((-nl'nu:
na conteany provismas b tesnd theraos O vnar s vty Nt Oyeoratass of 'y PErater’s pinoyosid .'-'ul
e gers e it e ‘..I'-"""“l OF S0 ntajetdy e aetere b of L I';un.\-‘,-,_,:(.,, thail b contiulinng t i) '\'.U“'(‘l."." e
tor.,
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IL DIRECT cuanrQrs (
Operatar shall charpe the Jomt Account with the followuy: items:
I. Rentnly and Rayalties
Loease rentals and vayalties paid by Operatar for the Juint Operations,

2. Labor

A. (1) Sualaries and wages of Opcerator's field employees direcily employed on the Joint Property in the conduct
at Jowut Qpevations.,

(2) Salaries of First Level Supervisars in the ficld, .

(3) Safaries and wages of Techimeal Employees directly cmployed on the Joint Property if such charpes ave
excluded from ithe Overhead rates.

B. Operator’s cost of haliday, vacation, sickness and disability benefits and other customary allowances paid 10
cmployees whuse salaries and wayges ave chargeable to the Joint Account under Paracvaph 2A of this Section
H. Such costs under thes Paragiaph 213 may be chavged on a “when and os pand Lasis™ oy by “percentage ks
sexsrment™ an the amount of sxlanes ond wages charzeable to the Joint Account uinler Parscraph 20 of thas
Scction 11 If percentage assessment s used, the vate shall be based on the Operator’s cost experience, ¥

C. Expenditures or contributions made pursuant 10 assessments imposed LY goverumental autharny wlieh e
apphicable to Qperidor's costs charpgeabd to the Jouint Account under Duvagraphs 2A and 210 of this Sec-
tion I1.

D. Personal Expenses of those emplovees whose salaries and wages ure chargeable 1o the Joint Account under
Paragriaph 2A of this Seetion 11,

3. Emplovce DBencfits

Operator's current rosis of establisihed plans for employees' group life insurance, hospitalization, pension, re-
tivement, stock purchase. thrift, bonus, and other benefit plans of a like natwie, appheable 0 Operator's 1hor !
cost charjenble 10 the Joint Actount under Paragraphs 2A and 2B of tius Scction Il shall be Qperator’s actad :
cost nut ta exceed Lwenty per cent (2090}, OT percentage most recently recommended by COPAS.

Material

o>~
.

Material purchased or furnished Ly Opcrater for use on the Joint Property as provided umder Scetion [V, Ouly
sucn Matenial shall -be pucchased tor v transferved 1o the Joint Property as may be required for mimeamte use
and is reasonubly practicel and consislent with efficiont and cconomical operations. The accumulatien of sur-
plus stocks shall Le avoided. )

5. Transportation

Transportation of employces and Material necessary for the Joint Operations but subject (o the follownyg hintas
tions:

A. 1f Maltcrial is moved o the Joint Property from the Operator's warchouse or other propertics, no charge shall
be made to the Joint Account for a dislance preater than the distance from the nearest rehiable supphy siove,
recogized barpe lernunal, or railway recuiving point where like material is normaily avinlable, undees sporecd
to hy the Partics. .

B. I{ surplus Material is moved to Operator's warchouse or other storage paint, no chirpe shall be mode W the
Joint nccount for a distance greater than the distance to the neavest rchable supply store. recosmized Lurpe
terniinal, or railway recewving point unless apreed to by the Partics. No charge shall be made 10 the Jont A\e-

count for muving iaterial o other propertics belonging to Operator, unless anrced to by the Parties,

C. In the application of Subparagriphs A and B above, there shall be no cqualization of actual Lross trucking cost l
of $200 or less exchuding accessorial charyges.

G. Services .
The cost of contract scrvices. equipment and ulilities provided by oulside sources. exeept serviees excluded 1y
Paragraph 9 of Scetion I and Pavagraph 103 of Section 1H. The cost of protessional consullant sep vICes and cone 1
tract services of technical personnel directly casvzed on the Joint Property if such charpges aee exviuded fren, e '
Overhead vates. The cost of profestional consuliant seivices or contract services of techmeal persannct not (i
reetly engaried on the Jumt Praperty shall not be charged 1o the Juint Account uniess previously pnecd (o by
the Partics. :

7. Lquipment and Facilitics Furnishicd hy Qperatae

A. Operator shall charge the Jumt Acconnt for use of Operator owned cquipment and facihitics ot
mensurate with coats of ovwnerslap and operatan, Suche pates shall nelude costs of mamtennnee,
operatingg Capunne, surinwe, Lunes, aopteciation, and inlerest onomvestiment 1oL 10 et o
per annum. Suchoaates shadl nol excecd average conaneraal rates currently previg
of the Juint Propeity.

rates cnm-

rOPANS, Oty l

B per eent ey |

BOK e the immiednie ey

B.. In siew of chinges m Parapraph TA above, Operator mav clect 1o use averase commercial rites prev;
the smmediate aren of the Jomt Propeaty dess 2000 Por aneinotve cquipiient, Operator may e
publnhcd by the Pfetolon Motor Transport Assoaaton.

wling gy
el to use ratey

4 0

8. Damapes mnd Losses (o deint Property
AN costs or expenses nevessary for the tepmr o replacement of Joint Property made necessary Lecauvse of dans-
ares o1 dosss mcrnred by Sue, tood, storme e, wecrdent, o other Citse esieep those pesolting from Operater's
prons pephipenee o welliul pesconduct. Qrevator stual fuosh Nows Opercter witnen noliee of damages or lo.ses
CHT Lot oo siun as pratcsivable afler Goaepuit thereof has been seceived by Operitan.

9. Lepal Espense
Expeneas of Dandbny, mvestyading omd setthogs htigen or el dieharpmg of Lens, paviment of judements
wnd amennty guasi Lo settdoment of climms nazred an o esaliael (m ope 1ty unden, e artcement or
Necr ey to paoteel or toeover the Jmnt Proportv, ereepl that no ey e for Sehvhoes of Operatis s Jepat w1adf
O3 fees or copence of pulode aitogneys shadd b anade undec, Previoasdy g eed o by the Paitaes AN ather 1o
Cupenre 1o conspleren e e tovernsd By e svennead Pimcaons of Sceton §1] Unless wihervse apiced te Ly the

Paties, eacept as poovided s Sectinn b, Patagnagply 8.
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10, Tuxcs -

, All taxes of .-\( ind und nuture nssessed or levied upon or Intvonnection with the Jomnt ioperty, the apera.
finn theveof, or the production therefrony, and which taxes have been pand by tie Operator for the Lenefit of the
Partics,

11, lusurance

Net prenmums paid for insurance required to be carried far the Joint Operations for the protection of the Par-
ties. In the event Jomt Operations are cunducted in a state in which Operator may act as sef-unsurer for Worke.
men’s Compensation and.or - Emplovers Liabiity under the vespective state’s laws, Operator may, atats clection,
lclude the risk underats self<insuronce program and in that cevent, Operitor shall include a charge at Operator's
cosl not 10 excevd manual rates.,

12, Qther Expendituees

Any other expenditure not covered or deall with in the foregoing provisions of lhis Section 11, or in Section 111,
and which is incurred by the Operator in the necessiary and proper conduct of the Juint Operations.

H1. OVERHEAD

1. Overhend - Drilling and Producing Opcr:\tions.

i, As compensation for administrative, supervisibn, office services and warchousing costs, Operator shall charge
diilling and producing operations on cither: -
{ X ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, PParagraph 1B.

Unless otherwise agreed 1o by the Parties, such charvge shall be in licu of costs ind expenses of all offices
and salaries or wanes plus applicabic burdens and expenses of all persennel, except those tncally churrcable
under Paragraph 27, Scetion L The cost and expense vl services fiom outlside sources i cunncction with
matiers of taxation, tratfic, acvountuimg or matiers before or involving governmiental agencies shall be conaidered
as included in the Overhead rates proviacd for in the above zelected Paruziaph of tihns Secuon (11 unless such
cost and expense are agreed to by the Parues as o dueet ehaspe o the Jomt Account.

il. The salarnics, wages and Personal Expenses of Technical Employces and. or the cost of professional consultant
services and contract services of teehnical personnel direetly employed on the Joint Property shall () shall
not (X) be covered by the Overhead rates. o - -

>

Overhecad - Fixed Rate Basis '

{1} Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate £3250.00 ‘
Producing Well Rate § 355,0Q

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
{a} Drilling Well Rate

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate en
the date the drilling or compiction rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consccutive days,

{2} Churges for offshore drilling wells shall begin on the date when drilling or completion cquinment
arrives on location and termnate on the date the dritling or completion cquipment mioves off Jovae
tion ar rig is released, whichever acaurs first, except that no charve shall be inade during suspen-
sion of drilling aperations for tifteen (15) or more conseculive days

[3) Charges for wells underpoing any type of workover or recomplelion for o period of five (7) con-
scculive days or more shall be made ut the drilling well rate. Such charpes shall be apphed for
the peried from date workover operations, wath rig, cammence through date of re rele
that no charge shall be made during suspension of operations fur hifteen (13) or more
days.

(b} Producing Well Rates

[1] An active well either produced or injected into for any portion of the month shall be considered
as a onc-well charpe for the entire month.

ase, exeept
consecutive

(2

(]
—

Fach active completion in asnulti-completed well in which production is not commingled down
hole shall be vonsidered s a onc-well charge providing cach completion is consrdered

A separate
well by the govermng repulaiory authouity.

{3) An inactive pas well shut in beeause of overproduction e fmlure of puichaser to tike the moduc~
tion shall be considered ay o one-welf eharge providimg the pas well g duectly connected to

o per-
manent sales outlet.

[4] A one-woel charpe may be made fur the month e which phupping and abandotunent opur

slions
are completed an any wedl,

[5) AN other inachive wells (nzluding but not hmited o innchive wells m\'mmi by umit allowable
Jease sHowabiv, thmsfared allowabile, cte) shall not quabify for an overhead charge, '

{3) The wellsntes shall be adjusted as of the fust day of Aped coch year following the effective date of the
srretmint o which G Accounting Procedhiie s altached, The suntinrent shall he compmited by multi-
phying: the rate Cartentdy moaee by the pereentiye inereae or decreare ju the AVerae weenly u:u.mn,:\ of
Ciude Petrolenm smd Gas Prodhinon Warkers for the bist eadendae year compated 1o the calondar yaar
preceding s shown by the ey of averane weekly commes of Croade Petindenm sond Coan Fichds l‘nﬁln(‘-
ton Wainkers bs pahbchad by the Sated St Dopimtieent of Labar, RPourean of Labor SCabtesz, or the
cautvalont Untiedizn jodex Ge public et by St ey Canada, as apphicable. The adjusted gaten ~hall Le
the sutes cnpeently dnose, plus o noous the computed adjustment,

—_—



1 Ovethead - Pocontage N
(1) Opcvatay cluny  dhe Juint Account s the tatlowing rnl(
(n) Develhonent

Percent (1) of the cost of Nevelnpment of the Jaing Property exelusive of costs
provided under Paragraph 8 of Scction 11 and all sadvage eredits,

(b) Operating

—_— Pereent ( 15) of the cost of Operatingg the Joint Property exclusive of covis provided
under arageaphs 1 and 9 of Scetion 1, all salvage eredits, the value of injected substances purchased
for sceondary recovery and all taxes and ascedsments whneh e levied, soaessed and pad upan the mine

eral mterest in and to the Juny Ptoperty,

(2) Apphication of Overhead - Percentage Basis 2hall be as follows:
For the purpose of deternmining charges on o percentage basis wnder Pasaeraph 10 of this Section 111 de-
velopment shall inchude alb costs in connvetion with drdhing, sedeiiling, decpemnz or any remedial onvrae
tions on any ur all wells involveng the use of dnlling crew and cquipnients also, prehinanary expeaditures
necessary in prepavation for deithing and expenditures icutved in abandomng when the well is not come-
pleted as a prodecer, mnd oreamal cost of constiuction or nstallation of fixed eacts, the expansion of fixed
asskets and any other project ciearly discermbie as a Lixed asset, exeept Majar Constructicn

Cooned an
Paragraph 2 of this Scction 1. All other coxts shall Le considered as Operatmye,

2. Overhead - Myjor Counstruetion

To compensate Operator for overhead costs incurred in the construction and installation of fixed asscts, the exe
pansion of fixed assets, and any other project clearly discernible as a fixed asset requured for the deveinpmenm znd
operation of the Joint Property, Operaior shall cither negotiate a rate prior 10 the beginning of construction, o shall
charge the Jumt Acvoumt for Overhead Lased on the {ollowing rutes for any Major Constiuction project i excess

of 5_254000_-____ :

-

A. .7t of total costs if such costs arc more than $25,000  __ but less than $_100,000_.__: pius
B. 6 ¢ of total costs in excess uf ¢l C.O.J.CS.O_____ but less than $31,000,600; plus

c. _A5

Totul cust shall mean the pross cost of anv one project. For the purpose of this paragraph, the component pasts
of a single projuct si:all not be treated separately and the cost of drilling and workover wells shall be eacludied.

T~ of total costx in cxcess of £1.000,000.

3. Amendment of Rates

The Overhead rates provided for in this Section 111 may be amended from time to time only by mutual apgreement
Letween the Parties hercto of, in pracuce, the rates are found to.be mmsufficient or excessive,

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSCERS AND BISIOSITIONS

Operntor is responsible for Joint Account Liatenal cnd shall make proper and tuncly charges und credits tor adl ma-
terial movements aflccting the Joint Property. Operator shall provide all Jlatenal for use en the Jomt Preperty: how-
cver, a2t Operator's option. such Matericl may Le supphied Ly the Non-Operatar, Operidor shall make tinely dnpusition
of idle and our surplus Material, such disposil being made cither through sale to Operator or Non-Operator, divis m
kind, or sale to outsiders. Operator may pu:chase. but shill be under no oblization (o purchiase, interest 0f Non-Operia-
tors in surplus condition A or I3 Matenial. The disposal of surplus Controllable Matenal nol purchased by the Opera-
tor shall be agreed to Ly the PPartics.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts reecived. Tn cave
of Malerial found 1o be defective or teturred 1o vendor for any other reason, credit shall be passed to the Joint
Account when adjustinent has been recetved by the Qperator.

2. Trans{ers and Dispositions

Material furnshed to the Joint Property and Material Gansferred from the Jdoint Property or disposed of by the
Operator, unless otherwise agreed to Ly the Partes, shall be priced on the following Luses exclusive of casly dis-
counis:

A. New Material (Condition A)

(1) Tubular poods, except line pape, shall be priced at the current new price in effeetl an date
maximum carload or barge load weiht basis, 1egardless of quantiny transferred,
published price f.o.b, viulvwayv teceving peaat ar
where such Matenia! is normally avaiiable,

of movement on a

cquahized 1o the Jowest

recoptized harpe terounal nearest ine Joint Property
1

(2

~—

Line Pipe

(a) Movement of less than 20,000 pounds shall Le priced at the current news price, in offeet at b
maovement, as hsted by aochable supply store ncarest the Juimt Fooperty whe : :
mally available,

e of
te such Material s nor-

(L) Movewment of 30,000 pounds vr more thall be priced under proveions of tubulae roods priciy: in ar;
peraph 23 (1) of this Scchon IV, HH RIS
(3) Othier Matevial =hall be praced ol the curzent new prce, e elfect at date of movenent .
4 supply stare or Lob, tabwiy scceving pomt neagest the Jomt Picpenty where such
avinlable,

1. Good Ured Matenal {(Condition 13)

A hsted by g rehable
Naternl as nuonally

Naderial in sonnd and servicvable condition and stitzble Tor reuse without reconditioning:
(1) Material poved to the Joint Piopenty

(a) A :everty-Dive pereent (7507) af cGirent new pree, as delermuned by Parapraph A of s Secton V.
(2) Materl moved Oom the Jomt Prop oty

(:t) AlL:evony-five pereent (3500 ) vl crngent eew price, dec e ter o b Iy ;lf‘l‘u"). A of Doz Sechien 1Y,
i Madenid wid ortonaliy et te the Jeant Aventnt as meow Matenal, or

e dm



(L) ot Nt Ve et ) ol cutpent new prce, as of 7 i S gnaph ZA o thee Section
IA\PIEY Al s ornnnally chareed 1o the Jamdt s e~ astnd Matvoal st reventyv-five pers
cent (O ) of curtent new paoee,

The cost of veconditioming, if any, rhall be absoerbed Ly the transferring property.
C. Other Used Mudertal (Candition C and D)
(1) Conditivn C

AMaterial which is not in sound and servieeable condition and not suitable for its ovipmal function until
after revonditomng shall e priced ot ufty percent (5040 ) of current new price as detenmined by Parvae
graph 20\ of this Seetion 1V, The cost of veconditiomnge shall be charped 1o the recemving prapesty, pros
vided Condation € value plus cost of reconditioming does not exceed Condition 13 value,

(2) Condition D

Al other Material, including junk, shall be priced at a value commensuriate with its use or ot previdling
prices. Materiol no loppger sutable for its oripmal puipose bt usable for some other purpose, shall be
priced an a basis comparabile with that af items normuadly used for such ather purpose, Operator may dis-
pose of Condition D Mateniad under procedures normally utihized by the Operador withoutl pnor approval
of Non-Qperaiors.,

D. Obsolete Material

Material which s serviceable and usable for its original function but condition and or vialue of such Materind

is not equiviient to that winch would justify a price as provided above may be speetally priced as agreed to by

the Patttes. Such price should resint i the Jomnt Account bemg charged with the value of the service 1en-

dered by such Material,

.
L. Pricing Cunditions

(1) Loadinyg and unlouding costs may be charged to the Joint Account at the rate of fifteen cents (1i3¢) per
hundred wendit on all tubular goods movements, in hea of loading and unloading costs sustzined, when
actual Lauhing cost of such tubukiv poods are cquulized under provisions of Pavagraph § of Scetion 1,

(2) Materia) involving cerection costs shall be charged at applicable percentage of the current knocked-down
price of ncw Matervial,

3. Premimm Prices

Whenever Malenial is not readdy obtuinable ot published or listed prices because of national emerpencies, strikes
or other unuesual ciuses over winch the Operator has no control, the Qperator may charge the Juint Account for the
required Matenal gt the Overator’s actual cost incurred in providing such Miderial, in muakine it suitable for use.
and in moving st to the Jomt Property; provided notice in writing s funimshed to’ Non-Opertors of “the proposcd
charge prior to billing Non-Operators for such Material, Fuach Non-Operator shuli have the right, by so clectung and
notifying Operator within ten days atier recemving notice from Operitor, to {urnish tn Kind all or part of s share
of such Material suitable for use and acceplable to Operator.

4. Warranty of Material Furnished by Operator

Operater does not warrant the Matenal furmshed. In ease of defective Material, credit shall not te passed to the
Joint Account uniil adjustment bas been 1eceived by Operator from the manuf{ucturers or thair agents.

V. INVENTORICS
The Operator shall maimntain detailed records of Controllable Material.

1. Periodic lnventories, Notice and Represeatation

Al rcasonable intervals, Inventories shall Le taken by Operator of the Joint Account Controlluble Matepial,
Written notice of intention to take inventory shall be given by Operator at Jeast thirty (30) duvs hefore nney inven-
tory is to hepin o that Non-Operators may Le represented when any inventory is taken, Fiualure of :\'U”'Ol’cl'mcrs
to be represented at aninventory shall Lind Non-Qperators to nceept the nventory taken by Operator.

~N

. Neconciliation and Adjustment of Invenlorics

Reconciliation of a physical inventory with the Juint Aczount shall be made, and a list of overapes
shall be furnished to the Non-Operators withimn six months following the talange of the inventory.,
justments shall be made by Operator with the Joinl Account tor overages and short )
held accountable only for shortages due to luck of reasonable didigence. X

and shortages
Inventory ud-
anes, but Operator shall Le

k2

. Special Inventories
Spetial Inventories may be taken whenever there is any sale o change of intevest i the Joit P
Le the duty of the party selling to nobify all other Parties as quickly as posable adter the try,
phace. 1o such vases, Loth the seller and the purcharer shadl be governed by such mventagy,

1operty, Tt shal)
wter of anterest takes

4. Expense of Cunducting Periadic Tnventories
.

The exrense ol conducting persdic Invertories shadl not be charpged to the Joint Account unless

apreed o by the
Partics,

—_—5 e



EXHIBIT “G"

ADDITIONAL INSURANCE PROVISIONS

Operator, during the term of this agreement, shall carry insurance for the
benefit and at the expense of the parties hereto, as follows:

(a) Workmen's Compensation Insurance as contemplated by the state in
which operations will be conducted, and -Employer's "Liability
Insurance with limits of not less than $100,000.00 per employee.

(B) Public Liability Insurance:
Bodily Injury - $500,000.00 each occurrence.

(C) Automobile Public Liability Insurance:
Bodily Injury - $250,000.00 each person.
$500,000.00 each occurrence.

Property Damage - $100,000.00 each occurence.

Except as authorized by this Exhibit "G", Operator shall not make any charge to
the joint account for insurance premiums. Losses not covered by Operator's
fnsurance (or by insurance required by this agrecement to be carried for the
benefit and at the expense of the parties hercto)

shall be charged to the
joint account,



