
YATES DRILLING COMPANY 

UNIT OPERATING AGREEMENT 

Dated: November 1, 1989 

CACTUS (QUEEN) UNIT 

Township 12 South, Range 31 East, N.M.P.M. 

Section 26 
Section 27 
Section 34 
Section 35 

SWiSWi 
SEi, E^SWi, SWiSWi 
N^NEi, SEiNEi, NsNWi 
NWiNWi 

Chaves County, New Mexico 

BEFORE EXAMINER STOGNER 
OIL CONSERVATION DMSION 

EXHIBIT NO. -US 

CASE NO. qfroq, 0 , ^ 1 3 



UNIT OPERATING AGREEMENT 
CACTUS (QUEEN) UNIT 

CHAVES COUNTY, NEW MEXICO 

INDEX PAGE 

ARTICLE 1 CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement 1 

ARTICLE 2 EXHIBITS 

2.1 E x h i b i t s 1 

2.2 Revision of Exh i b i t s 2 

2.3 Reference t o Exhibits 2 

ARTICLE 3 SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision 2 

3.2 Specific A u t h o r i t i e s and Duties 2 

ARTICLE 4 MANNER CF EXERCISING SUPERVISION 

4.1 Designation of Representatives 4 

4.2 Meetings 4 

4.3 Voting Procedure 4 

ARTICLE 5 INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights 5 

5.2 Specific Rights 5 

ARTICLE 6 UNIT OPERATOR 

6.1 Unit Operator 5 

6.2 Resignation or Removal & Selection of Successor. 5 

ARTICLE 7 AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right t o Operate Unit 5 

7.2 Workmanlike Conduct 6 
7.3 Liens and Encumbrances 6 
7.4 Employees 6 
7.5 Records 6 
7.6 Reports to Working I n t e r e s t Owners 6 
7.7 Reports to Governmental Auth o r i t i e s 6 
7.8 Engineering and Geological Information 6 
7.9 Expenditures 6 
7.10 Wells D r i l l e d by Unit Operator 6 
7.11 Mathematical Errors 6 
7.12 Border Agreement 7 
7.13 C o n f l i c t of Supervision 7 



ARTICLE 8 TAXES 

8.1 Ad Valorem Taxes 7 

8.2 Other Taxes 7 

ARTICLE 9 INSURANCE 

9.1 Insurance 7 

ARTICLE 10 ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over 8 

10.2 Inventory and Evaluation of Personal Property. . 8 
10.3 Investment Adjustment 8 
10.4 General F a c i l i t i e s 8 
10.5 Ownership of Personal Property & F a c i l i t i e s . . . 9 

ARTICLE 11 UNIT EXPENSE 

11.1 Basis of Charge t o V/orking I n t e r e s t Owners . . . 9 
11.2 Budgets 9 
11.3 Advance B i l l i n g s 9 
11.4 Commingling of Funds 10 
11.5 Lien and Security I n t e r e s t of Unit Operator and 

Working I n t e r e s t Owners 10 
11.6 Unpaid Unit Expense 10 
11.7 Carved-Out I n t e r e s t 10 
11.8 Uncommitted Royalty 11 
11.9 Salvage Credit 11 
ll. l C R e n t a l s 11 

ARTICLE 12 NCN-UNITIZED FORMATION 

12.1 Right t c Operate 11 

ARTICLE 13 TITLES 

13.1 Warranty and Indemnity 11 

13.2 F a i l u r e Because of Unit Operations 12 

ARTICLE 14 LIABILITY, CLAIMS AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y 12 

14.2 Settlements 12 

ARTICLE 15 LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue Provision 12 

15.2 Statutory U n i t i z a t i o n 13 

ARTICLE 16 NOTICES 

16.1 Notices 13 



ARTICLE 17 WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal 13 

ARTICLE 18 ABANDONMENT OF WELLS 

18.1 Rights of Former Owners 14 

18.2 Plugging 14 

ARTICLE 19 EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date 15 

19.2 Term 15 

ARTICLE 20 ABANDONMENT OF OPERATIONS 

20.1 Termination 15 

ARTICLE 21 EXECUTION 

21.1 O r i g i n a l , Counterpart, or Other Instrument . . . 15 

ARTICLE 2 2 SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns 16 

EXHIBIT "E" (Schedule cf Unit P a r t i c i p a t i o n ) 

EXHIBIT "F" (Accounting Procedure) 

EXHIBIT "G" (Insurance. Provisions) 



UNIT OPERATING AGREEMENT 
CACTUS (QUEEN) UNIT 

CHAVES COUNTY, NEW MEXICO 

THIS AGREEMENT, entered i n t o as the 1st day of November, 1988 by and 
between the p a r t i e s who have signed the o r i g i n a l of t h i s instrument, a 
counterpart thereof, or other instrument agreeing to become a party hereto, 

WITNESSETH: 

WHEREAS, the p a r t i e s hereto as Working I n t e r e s t Owners have executed, as 
of the date hereof, an Agreement e n t i t l e d "Unit Agreement, Cactus Queen Unit, 
Chaves County, New Mexico," herein r e f e r r e d to as "Unit Agreement," which, 
among other things, provides f o r a separate agreement to be entered i n t o by 
Working I n t e r e s t Owners t o provide f o r Unit Operations as ther e i n defined. 

NOW, THEREFOFE, i n consideration of the mutual agreements herein set 
f o r t h , i t i s agreed as follows: 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confirmation of Unit Agreement. The Unit Agreement i s hereby 
confirmed and by reference made a part of t h i s Agreement. The d e f i n i t i o n s i n 
the Unit Agreement are adopted f o r a l l purjjoses of t h i s Agreement. I f there 
i s any c o n f l i c t between the Unit Agreement and t h i s Agreement, the Unit 
Agreement s h a l l govern. 

ARTICLE 2 

EXHIBITS 

2.1 E x h i b i t s . The f o l l o w i n g e x h i b i t s are incorporated herein by 
reference: 

2.1.1 E x h i b i t s "A", "B", and "C", of the Unit Agreement. 
There i s no E x h i b i t "D". 

2.1.2 E x h i b i t "E"; attached hereto, i s a schedule shewing the Unit 
P a r t i c i p a t i o n of each Working I n t e r e s t Owner. Ex h i b i t "E", or a r e v i s i o n 
thereof, s h a l l not be conclusive as t o the information t h e r e i n , except i t 
may be used as showing the Unit P a r t i c i p a t i o n s of Working I n t e r e s t Owners 
fo r purposes of t h i s Agreement u n t i l shown to be i n error or revised as 
herein authorized. 

2.1.3 E x h i b i t "F", attached hereto, i s the Accounting Procedure 
applicable to Unit Operations, I f there i s any c o n f l i c t between t h i s 
Agreement and E x h i b i t "F", t h i s Agreement s h a l l govern. 

2.1.4 E x h i b i t "G", attached hereto, contains insurance provisions 
applicable t o Unit Operations. 
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2.2 Revision of E x h i b i t s . Whenever Exhibits "A", "E" or "C" 
are revised, E x h i b i t "E" s h a l l be revised accordingly and be 
e f f e c t i v e as of the sane date. Unit Operator s h a l l also revise 
E x h i b i t "E" from time t o time as required to conform to changes i n 
ownership of which Unit Operator has been n o t i f i e d as provided i n 
the Unit Agreement. 

2.3 Reference to E x h i b i t s . When reference i s made herein to an 
e x h i b i t , i t i s to the e x h i b i t as o r i g i n a l l y attached or i f revised, to the 
l a s t r e v i s i o n . 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision. Working I n t e r e s t Owners s h a l l exercise 
o v e r a l l supervision and c o n t r o l of a l l matters p e r t a i n i n g t c Unit Operations 
pursuant to t h i s Agreement and the Unit Agreement. In the exercise of such 
a u t h o r i t y , each Working I n t e r e s t Owner s h a l l act solely i n i t s own behalf i n 
the capacity of an i n d i v i d u a l owner and not on behalf of the owners as an 
e n t i r e t y . 

3.2 Specific A u t h o r i t i e s and Duties. The matters w i t h respect t o which 
Working I n t e r e s t Owners s h a l l decide and take action s h a l l include, but not be 
l i m i t e d t o , the f o l l o w i n g : 

3.2.1 Method of Operation. The method of operation, 
inc l u d i n g the type or types of pressure maintenance, secondary 
recovery, or other recovery program to be employed. 

3.2.2 D r i l l i n g of Wells. The d r i l l i n g of any w e l l whether 
fo r production of Unitized Substances, f c r use as an i n j e c t i o n w e l l , 
or f o r other purposes. 

3.2.3. Well Recompletion and Change of Status. The recompletion, 
abandonment, or permanent change of status of any w e l l , or the use 
ot any w e l l f o r i n j e c t i o n or other purposes. The Unit Operator 
s h a l l be responsible f c r performing such work and such work s h a l l be 
done at Unit Expense. 

3.2.4 Expenditures. The making of any single expenditure i n 
excess of F i f t e e n Thousand Dollars {Sl5,000.00); however, approval 
by Working I n t e r e s t Owners of the d r i l l i n g , reworking, deepening, or 
plugging back of any w e l l shal] include approval of a l l necessary 
expenditures required therefore, and for completing, t e s t i n g and 
equipping the w e l l , including necessary flow l i n e s , separators, and 
lease tankage; provided however, th a t i n case of blowout, explosion, 
f i r e , f l o o d cr other sudden emergencies, Unit Operator may take 
steps and incur such expenses as i n i t s opinion are required to 
deal w i t h the emergency and t o safeguard l i f e or property but t h a t 
Unit Operator s h a l l , as promptly as possible, report the emergency to 
the Working I n t e r e s t Owners. 
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3.2.5 D i s p o s i t i o n of Unit Equipment. The s e l l i n g cr 
otherwise disposing of any major item of surplus Unit Equipment, i f 
the current p r i c e of new equipment s i m i l a r thereto i s 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 cr 
regulatory agency i n matters p e r t a i n i n g to Unit Operations; however, 
such designation s h a l l not prevent any Working I n t e r e s t Owner from 
appearing i n person or from designating another representative i n 
i t s own behalf. 

3.2.7 Audits. The au d i t i n g of the accounts of Unit Operator 
p e r t a i n i n g t o Unit Operations hereunder; however, the audits s h a l l 

(a) not be conducted more than once each year except upcn the 
resigna t i o n or removal of Unit Operator, and 

(b) be made upon the approval of the owner or owners of a maj o r i t y 
of Working I n t e r e s t other than t h a t of Unit Operator, at the expense 
of a l l Working I n t e r e s t Owners other than Unit Operator, or 

(c) be made at the expense of those Working I n t e r e s t Owners 
requesting such a u d i t , i f owners of less than a ma j o r i t y of Working 
I n t e r e s t , other than that of Unit Operator, request such an audit , 
and 

(d) be made upon net less than t h i r t y (30) days w r i t t e n notice to 
Unit Operator. 

3.2.6 Inventories. The taking of periodic inventories under 
the terms of E x h i b i t "F". 

3.2.9 Technical Services. The authorizing of charges t o the 
J o i n t Account of services by consultants or Unit Operator's 
te c h n i c a l personnel not covered by the overhead charges provided by 
Ex h i b i t "F". 

3.2.10 Assignments to Committees. The appointment of 
committees t o study any problems i n 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 I n t e r e s t Owner s h a l l 
inform Unit Operator i n w r i t i n g of the names and addresses of the 
representative and a l t e r n a t e who are authorized to represent and bind such 
Working I n t e r e s t Owner w i t h respect tc Unit Operations. The representative or 
a l t e r n a t e may be changed from time to time by w r i t t e n notice to Unit Operator. 

4.2 Meetings. A l l meetings of Working I n t e r e s t Owners s h a l l be 
c a l l e d by Unit Operator upon i t s own motion or at the request of two (2) or 
more Working I n t e r e s t Owners having a t o t a l Unit P a r t i c i p a t i o n then i n e f f e c t 
of not less than ten percent (1C%). No meeting s h a l l be c a l l e d on less than 
fourteen (14) days advance w r i t t e n notice, w i t h agenda f o r the meeting 
attached. Working I n t e r e s t Owners who attend the meeting may amend items 
included i n the agenda and may act upcn an amended item or other items 
presented at the meeting. The representative of Unit Operator s h a l l be 
chairman of each meeting. 

4.3 Voting Procedure. Working I n t e r e s t Owners s h a l l decide a l l matters 
coming before them as f o l l o w s : 

4.3.1 Votinc I n t e r e s t . Each Working I n t e r e s t Owner s h a l l have 
a voting i n t e r e s t equal to i t s Unit P a r t i c i p a t i o n i n e f f e c t at the 
time of the vote. 

4.3.2 Vote Required. Unless otherwise provided herein or i n the 
Unit Agreement, Working I n t e r e s t Owners s h a l l determine a l l matters 
by the a f f i r m a t i v e vcte cf four or more Working I n t e r e s t Owners 
having a combined vo t i n g i n t e r e s t of at least seventy-five percent 
(75%); however, should any one Working I n t e r e s t Owner have more than 
twenty-five percent (25%) voting i n t e r e s t , i t s negative vote or 
f a i l u r e to vote s h a l l not defeat a motion, and such motion s h a l l 
pass i f approved by Working I n t e r e s t Owners having a majority voting 
i n t e r e s t , unless three or more Working I n t e r e s t Owners having 
combined v o t i n g i n t e r e s t of at least f i v e percent (5%) likewise 
vote against the motion or f a i l to vote. 

4.3.3 Vote at Meeting by Nonattending Working I n t e r e s t Owner. 
Any Working I n t e r e s t Owner not represented at a meeting may vote on 
any agenda item by ] e t t e r or telegram addiessed to the 
representative c f Unit Operator i f i t s vote i s received p r i o r to the 
vote at the meeting, provided the agenda items are not amended. 

4.3.4 P o l l Votes. Working I n t e r e s t Owners may vote on and 
decide, by l e t t e r cr telegram, any natter submitted i n w r i t i n g to 
Working I n t e r e s t Owners. I f a meeting i s not requested, as 
provided i n Section 4.2, w i t h i n seven (7) days a f t e r a w r i t t e n 
proposal i s sent t o Working I n t e r e s t Owners, the vote taken by 
l e t t e r or telegram s h a l l become f i n a l . Unit Operator w i l l give 
prompt notice of the r e s u l t s of such voting t c a l l Working I n t e r e s t 
Owners. 
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ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working I n t e r e s t Owners severally reserve 
to themselves a l l t h e i r r i g h t s , except as otherwise provided i n t h i s Agreement 
and the Unit Agreement. 

5.2 Specific Rights. Each Working I n t e r e s t Owner s h a l l have among 
others, the f o l l o w i n g s p e c i f i c r i g h t s : 

5.2.1 Access to Unit Area. Access t o the Unit Area at a l l 
reasonable times t o inspect Unit Operations, a l l w e l l s , and the 
records and data p e r t a i n i n g thereto. 

5.2.2 Reports. The r i g h t to receive from Unit Operator, upon 
w r i t t e n request, copies cf a l l reports to any governmental agency, 
reports of crude o i l runs and stocks, inventory reports, and a l l 
other information p e r t a i n i n g to Unit Operations. The cost c f 
gathering and fu r n i s h i n g information not o r d i n a r i l y furnished by 
Unit Operator to a l l Working I n t e r e s t Owners s h a l l be charged to the 
Working I n t e r e s t Owner that requests the information. 

5.3 U n d r i l l e d Locations. Unit Operator s h a l l have the option to 
d r i l l any u n d r i l l e d locations on t r a c t s committed t o the Unit Area at Unit 
Expense subject t o partners approval as l i s t e d under A r t i c l e 4.3. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. Yates D r i l l i n g Company, a New Mexico corporation, i s 
hereby designated as I n i t i a l Unit Operator. 

6.2 Resignation or Removal and Selection of Successor. The 
resignation or removal of Unit Operator and the selection of a successor s h a l l 
be governed by the provisions of the Unit Agreement. 

ARTICLE 7 

AUTHORITIES AI.'D DUTIES OF UNIT OPERATOR 

7.1 Exclusive Right to Operate Unit. Subject to the provisions of t h i s 
Agreement and to i n s t r u c t i o n s from Working I n t e r e s t Owners, Unit Operator 
s h a l l have the exclusive r i g h t and be obligated to conduct Unit Operations. 

7.2 Workmanlike Conduct. Unit Operator s h a l l conduct Unit Operations 
i n a good and workmanlike manner as would a prudent operator under the sane or 
s i m i l a r circumstances. Unit Operator s h a l l f r e e l y consult with Working 
I n t e r e s t Owners and keep them informed of a l l matters which Unit Operator, i n 
the exercise of i t s best judgment, considers important. Unit Operator s h a l l 
not be l i a b l e to Working I n t e r e s t Owners f o r damages, unless such damages 
r e s u l t from i t s gross negligence or w i l l f u l misconduct. 
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7.3 Liens and Encumbrances. Unit Operator s h a l l endeavor to keep the 
lands and leases i n the Unit Area and Unit Equipment free from a l l l i e n s and 
encumbrances occasioned by Unit Operations, except the l i e n and security 
i n t e r e s t of Unit Operator and Working I n t e r e s t Owners granted hereunder. 

7.4 Employees. The number of employees used by Unit Operator i n 
conducting Unit Operations, t h e i r s e l e c t i o n , hours of labor, and compensation 
s h a l l be determined by Unit Operator. Such employees s h a l l be the employees 
of Unit Operator. 

7.5 Records. Unit Operator s h a l l keep correct books, accounts, and 
records of Unit Operations. 

7.6 Reports to Working I n t e r e s t Owners. Unit Operator s h a l l f u r n i s h 
Working I n t e r e s t Owners q u a r t e r l y reports of Unit Operations. 

7.7 Reports t o Governmental A u t h o r i t i e s . Unit Operator s h a l l make a l l 
reports uo governmental a u t h o r i t i e s t h a t i t has the duty to make as Unit 
Operator. 

7.S Engineering and Geological Information. Unit Cperaror s h a l l f u r n i s h 
to a Working I n t e r e s t Owner, upon w r i t t e n request, a copy of a l l logs and 
other engineering and geological data p e r t a i n i n g to wells d r i l l e d f o r Unit 
Operations. 

7.9 Expenditures Unit Operator i s authorized t o make single 
expenditures not i n excess of T h i r t y Thousand Dollars (S3C,000.C0) without 
p r i o r approval of Working I n t e r e s t Owners. I f an emergency occurs, Unit 
Operator may immediately make or incur such expenditures as i n i t s opinion are 
required to deal w i t h the emergency. Unit Operator s h a l l report to Working 
I n t e r e s t Owners, as promptly as possible, the nature of the emergency and the 
action taken. 

7.10 Wells D r i l l e d by Unit Operator. A l l v/ells d r i l l e d by Unit 
Operator s h a l l be at the usual rates p r e v a i l i n g i n the area. Unit Operator 
may employ i t s own t o o l s and equipment, but the charge therefor s h a l l not 
exceed the usual rates p r e v a i l i n g i n the area, and the work s h a l l be performed 
by Unit Operator under the same terms and conditions as are usual i n the area 
i n contracts of independent contractors doing work c f an s i m i l a r nature. 

7.11 Mathematical Errors. Unit Operator i s empowered to correct any 
mathematical e r r o r s which might e x i s t i n the pertin e n t e x h i b i t s to t h i s 
Agreement. 

7.12 Border Agreement. Subject t o the provisions and conditions i n the 
Unit Agreement, Unit Operator s h a l l have the r i g h t and a u t h o r i t y to enter i n t o 
border p r o t e c t i o n agreements. 

7.13 C o n f l i c t of Supervision Neither the Unit Operator nor the Working 
I n t e r e s t Owners, nor any of them, s h a l l be subject to any f o r f e i t u r e , 
termination or e x p i r a t i o n of any r i g h t s hereunder or under any leases or 
contracts subject hereto, or t o any penalty or l i a b i l i t y on account of delay 
or f a i l u r e i n whole or i n par t t o comp>Iy w i t h any applicable provisions 
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thereof to the extent t h a t the said Unit Operator or the Working I n t e r e s t 
Owners, or any of them are hindered, delayed or prevented from complying 
therewith by reason of f a i l u r e of the Unit Operator to obtain, i n the exercise 
of due d i l i g e n c e , the concurrence of proper representatives of the United 
States and of the State of New Mexico i n and about any matters or things 
concerning which i t i s required herein t h a t such concurrence be obtained. 

ARTICLE 8 

TAXES 

8.1 Ad Valorem Taxes. Eeginning w i t h the f i r s t calendar year a f t e r the 
E f f e c t i v e Date hereof, Unit Operator s h a l l make and f i l e a l l necessary ad 
valorem tax r e n d i t i o n s and returns w i t h the proper taxing a u t h o r i t i e s with 
respect to a l l property of each Working I n t e r e s t Owner used or held by Unit 
Operator f o r Unit Operations. Unit Operator s h a l l s e t t l e assessments a r i s i n g 
therefrom. Any Working I n t e r e s t Owner d i s s a t i s f i e d w i t h any proposed 
r e n d i t i o n or assessment of i t s i n t e r e s t i n property s h a l l have the r i g h t , at 
i t s own expense, t o p r o t e s t and r e s i s t the same. A l l such ad Valorem taxes 
s h a l l be paid by Unit Operator and charged to the j o i n t account; however, i f 
the i n t e r e s t of a Working I n t e r e s t Owner i s subject to a separately assessed 
o v e r r i d i n g r o y a l t y i n t e r e s t , production payment, cr other i n t e r e s t i n excess 
of one-eighth (1/8) r o y a l t y , such Working I n t e r e s t Owner s h a l l n o t i f y Unit 
Operator of such i n t e r e s t p r i o r to the r e n d i t i o n date and s h a l l be given 
c r e d i t f c r the reduction i n taxes paid r e s u l t i n g therefrom. 

8.2 Other Taxes. Each Working I n t e r e s t Owner s h a l l pay or cause to be 
paid a l l production, severance, gathering, and other taxes imposed upcn or 
wit h respect t o the production or handling of i t s share of Unitized 
Substances. 

ARTICLE 9 

INSURANCE 

9.1 Insurance Unit Operator, w i t h respect t c Unit Operations, s h a l l : 

(a) comply w i t h the Workmen's Compensation Laws of the State, 

(b) carry Employer's L i a b i l i t y and ether insurance required by the 
laws of the State, and 

(c) provide other insurance as set f o r t h i n Exhibit "G". 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS 

10.1 Personal Property Taken Over. Upon the E f f e c t i v e Date, Working-
I n t e r e s t Owners shal.. d e l i v e r t o Unit Operator the fo l l o w i n g : 

10.1.1 Welis. A l l wells completed i n the Unitized Formation. 
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10.1.2 Well and Lease Equipment. The casing and tubing i n 
each such w e l l , the wellhead connections thereon, and a l l other 
lease and operating equipment th a t i s used i n the operation of such 
v/ells which Working I n t e r e s t Owners determine i s necessary or 
desirable f o r conducting Unit Operations. 

10.1.3 Records. A copy of a i l production and w e l l records f o r 
such wells. 

10.2 Inventory and Evaluation of Personal Property. Working I n t e r e s t 
Owners s h a l l at Unit Expense inventory and evaluate, as determined by Working 
I n t e r e s t Owners, the personal property taken over by Unit Operator under 
Secticn 10.1.2. Such inventory s h a l l include and be l i m i t e d to those items of 
equipment considered c o n t r o l l a b l e under Exhi b i t "F" except, upon determination 
of Working I n t e r e s t Owners, items considered noncontrollable may be included 
i n the inventory i n order t o be included i n the inventory f c r record purposes, 
but s h a l l be excluded from evaluation and investment adjustment. 

10.3 Investment Adjustment. Upcn approval by Working I n t e r e s t Owners of 
the inventory and evaluation, each Working I n t e r e s t Owner s h a l l be credited 
w i t h the value, as determined i n accordance with Section 10.2 above, of i t s 
i n t e r e s t i n a l l personal property taken over by Unit Operator under Section 
10.1.2. and charged w i t h an amount equal to that obtained by m u l t i p l y i n g the 
t o t a l value of a l l such personal property taken over the Unit Operator under 
Section 10.1.2. by such Working I n t e r e s t Owner's Unit P a r t i c i p a t i o n . I f the 
charge against any Working I n t e r e s t Owner i s greater than the amount credited 
t o such Working I n t e r e s t Owner, the r e s u l t i n g net charge s h a l l be paid and i n 
a l l other respects be treate d as any other item of Unit Expense chargeable 
against such Working I n t e r e s t Owners. I f against such Working I n t e r e s t Owner, 
the r e s u l t i n g net c r e d i t s h a l l be paid t c such Working I n t e r e s t Owner by Unit 
Operator out of funds received by i t i n settlement of the net charges 
described above. 

10.4 General F a c i l i t i e s . The a c q u i s i t i o n cf warehouses, warehouse 
stocks, lease houses, camps, f a c i l i t y system, and o f f i c e buildings necessary 
f o r Unit Operations s h a l l be by negotiation by the owners thereof and Unit 
Operator, subject to the approval of Working I n t e r e s t Owners. 

10.5 Ownership of Personal Property and F a c i l i t i e s . Each Working 
I n t e r e s t Owner, i n d i v i d u a l l y , s h a l l by v i r t u e hereof own an undivided 
i n t e r e s t , equal tc i t s Unit P a r t i c i p a t i o n , i n a l l wells, equipment, personal 
property and f a c i l i t i e s taken over or otherwise acquired by Unit Operator 
pursuant to t h i s agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis f o r Charge to Working I n t e r e s t Owners. Unit Operator 
i n i t i a l l y s h a l l pay a l l Unit Expenditures. Each Working I n t e r e s t Owner s h a l l 
reimburse Unit Operator f o r i t s share of Unit Expenditures. Each Working 
I n t e r e s t Owner's share of such Unit Expenditures s h a l l be the same as i t s Unit 
P a r t i c i p a t i o n f o r : 
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(a) items i n the nature of c a p i t a l assets i n c l u d i n g , without 
l i m i t a t i o n , r e a l property i f acquired; 

(b) acquiring, d r i l l i n g , r e d r i l l i n g , equipping and re-equipping 
water i n j e c t i o n w e l l s , replugging cr converting o i l wells tc water 
i n j e c t i o n w e l l s , pumping and p i p e l i n e f a c i l i t i e s f o r such we l l s , and 
changing any i n j e c t i o n i n t e r v a l i n any such w e l l ; 

(c) re-entry and replugging of wells outside the u n i t area as 
necessary to permit water i n j e c t i o n i n t o appropriate wells w i t h i n 
the u n i t area; 

(d) gathering l i n e s and f a c i l i t i e s and common tank b a t t e r i e s 
u t i l i z e d or acquired f o r Unit Operations, and 

(e) water purchased or otherwise contained f o r i n j e c t i o n purposes 
and the costs of i n j e c t i o n thereof i n t o the Unit Area. 

Each Working I n t e r e s t Owner's share of a l l other Unit Expenditures s h a l l be 
the same as i t s Unit P a r t i c i p a t i o n i n e f f e c t at t h a t time. A l l charges, 
c r e d i t s and accounting f o r Unit Expenditures s h a l l be i n accordance w i t h 
E x h i b i t "F" . 

11.2 Budgets. Before or as socn as p r a c t i c a l a f t e r the E f f e c t i v e Date, 
Unit Operator s h a l l prepare a budget of estimated Unit Expense f o r the 
remainder of the calendar year and on or before the f i r s t day of each October 
t h e r e a f t e r s h a l l prepare such a budget f o r the ensuing calendar year. Budgets 
s h a l l be estimates only, and s h a l l be adjusted or corrected by Working 
I n t e r e s t Owners and Unit Operator whenever an adjustment or correction i s 
proper. A copy of each budget and adjusted budget s h a l l be furnished promptly 
to each Working I n t e r e s t Owner. 

11.3 Advance B i l l i n g s . Unit Operator s h a l l have the r i g h t , without 
prejudice to other r i g h t s cr remedies, to require Working I n t e r e s t Owners to 
advance t h e i r respective share of estimated Capital Unit Expense by submitting 
to Working I n t e r e s t Owners, on or before the 15th day of any month, an 
itemized estimate thereof f o r the succeeding month, with a request f o r payment 
i n advance. Within f i f t e e n (15) days a f t e r receipt of the estimate, each 
Working I n t e r e s t Owner s h a l l pay to Unit Operator i t s share of such estimate. 
Adjustments between estimated and actual Unit Expense s h a l l be made by Unit 
Operator at the close of each calendar month, and the accounts of Working 
I n t e r e s t Owners s h a l l be adjusted accordingly. 

11.4 Commingling of Funds. Funds received by Unit Operator under t h i s 
agreement need not be segregated cr naintained by i t as a separate fund, but 
may be commingled w i t h i t s own funds. 

11.5 Lien and Security I n t e r e s t of Unit Operator and the Working I n t e r e s t 
Owners. Each Working I n t e r e s t Owner grants to Unit Operator a l i e n upon i t s 
O i l and Gas Rights i n each Tract and a security i n t e r e s t i n i t s share of 
Unitized Substances when extracted and i t s i n t e r e s t i n a l l Unit Equipment to 
secure payment of i t s share of Unit Expense, together with i n t e r e s t thereon at 
the rat e of twelve percent (12%) per annum, with the f u r t h e r provision t h a t 
Unit Operator grants a l i k e l i e n t o Working I n t e r e s t Owners. To the extent 
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t h a t Unit Operator has a se c u r i t y i n t e r e s t under the Uniform Commercial Code 
of the State c f New Hexico, Unit Operator s h a l l be e n t i t l e d to exercise the 
r i g h t s and remedies c f a secured party under the Code. The br i n g i n g of a s u i t 
and the obtaining of a judgment by Unit Operator f o r the secured indebtedness 
s h a l l not be deemed an e l e c t i o n of remedies or otherwise a f f e c t the l i e n 
r i g h t s or s e c u r i t y i n t e r e s t as security f o r the payment thereof. I n a d d i t i o n , 
upcn d e f a u l t by any Working I n t e r e s t Owners i n the payment of i t s share of 
Unit Expense, Unit Operator s h a l l have the r i g h t , without prejudice, to other 
r i g h t s cr remedies, t o c o l l e c t from the purchaser the proceeds from the sale 
of such Working I n t e r e s t Owner's share of Unitized Substances u n t i l the amount 
owed by such Working I n t e r e s t Owners, plus i n t e r e s t , has been paid. Each 
purchaser s h a l l be e n t i t l e d t o r e l y upon Unit Operator's w r i t t e n statement 
concerning the amount of any d e f a u l t . The r i g h t s herein granted the Unit 
Operator s h a l l i n l i k e manner apply t o the other Working I n t e r e s t Owners. 

11.6 Unpaid Unit Expense. I f any Working I n t e r e s t Owner f a i l s t o pay 
i t s share of Unit Expense w i t h i n s i x t y (60) days a f t e r r e n d i t i o n of a 
statement ther e f o r by Unit Operator, each Working I n t e r e s t Owner agrees upon 
request by Unit Operator, to pay i t s proportionate p a r t of the unpaid share of 
Unit Expense cf the d e f a u l t i n g Working I n t e r e s t Owner. Working I n t e r e s t 
Owners t h a t pay the share of Unit Expense of a d e f a u l t i n g Working I n t e r e s t 
Owner s h a l l be reimbursed by Unit Operator for the amount so paid, plus any 
i n t e r e s t c o l l e c t e d thereon, upon rece i p t by Unit Operator of any past due 
amount c o l l e c t e d from the d e f a u l t i n g Working I n t e r e s t Owners. Any share of 
Unit Expense s h a l l , t o obtain reimbursement thereof, be subrogated to the l i e n 
and other r i g h t s herein granted Unit Operator. 

11.7 Carved-Out I n t e r e s t . I f any Working I n t e r e s t Owners s h a l l , a f t e r 
executing t h i s agreement, create an ove r r i d i n g r o y a l t y , production payment, 
net proceeds i n t e r e s t , c a r r i e d i n t e r e s t , or any other i n t e r e s t out of i t s 
Working I n t e r e s t , such carved-out i n t e r e s t s h a l l be subject to the terms and 
provisions of t h i s agreement, s p e c i f i c a l l y i n c l u d i n g , but without l i m i t a t i o n , 
Section 11.5 hereof e n t i t l e d "Lien of Unit Operator." I f the Working I n t e r e s t 
Owner creating such carved-out i n t e r e s t (a) f a i l s to pay any Unit Expense 
chargeable t o such Working I n t e r e s t Owner under t h i s agreement, and the 
production of Unitized Substances accruing to the c r e d i t of such Working 
I n t e r e s t Owner i s i n s u f f i c i e n t f o r that purpose, or (b) withdraws from t h i s 
agreement under the terms and provisions of A r t i c l e 17 hereof, the carved-out 
i n t e r e s t s h a l l be chargeable with a pro rata p o r t i o n of a l l Unit Expense 
incurred hereunder, the same as though such carved-out i n t e r e s t were a Working 
I n t e r e s t , and Unit Operator s h a l l have the r i g h t t o enforce against such 
carved-out i n t e r e s t the l i e n and a l l other r i g h t s granted i n Section 11.5 f o r 
the purpose c f c o l l e c t i n g the Unit Expense chargeable to the carved-out 
i n t e r e s t . 

11.8 Uncommitted Royalty. Should an owner of a Royalty I n t e r e s t i n 
any Tract f a i l to become a party to the Unit Agreement, and, as a r e s u l t 
thereof, the actual Royalty I n t e r e s t payments with respect to such Tract are 
more or less than the Royalty I n t e r e s t payments computed on the basis of the 
Unitized Substances t h a t are allocated to such Tract under the Unit Agreement, 
the di f f e r e n c e to be borne by or inure to the b e n e f i t of Working I n t e r e s t 
Owners s h a l l not exceed an amount computed cn the basis of one-eighth (1/8) of 
the d i f f e r e n c e between the Unitized Substances allocated t o the Tract and the 
Unitized Substances produced from the Tract. Such adjustments s h a l l be made 
by charges and c r e d i t s t o the j o i n t account. 
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11.9 Salvage Credit. Credit f o r Unit Equipment salvaged during s h a l l 
be divided i n the same propo r t i o n as the Unit P a r t i c i p a t i o n . 

11.10 Rentals. The Working I n t e r e s t Owners i n each Tract s h a l l pay 
a l l r e n t a l s , minimum r o y a l t y , advance re n t a l s or delay r e n t a l s due under the 
lease thereon and s h a l l concurrently submit to the Unit Operator evidence of 
payment. 

ARTICLE 12 

NCN-UNITIZED FORMATIONS 

12.1 Right t o Operate. Any Working I n t e r e s t Owner that now has or 
here£ifter acquires the r i g h t to d r i l l f o r and produce o i l , gas, or other 
minerals, from a formation underlying the Unit Area other than the Unitized 
Formation, s h a l l have the r i g h t t o do so notwithstanding t h i s Agreement or the 
Unit Agreement. I n exercising the r i g h t , however, the Working I n t e r e s t Owner 
s h a l l exercise care t o prevent unreasonable interference with Unit Operations. 
No Working I n t e r e s t Owner s h a l l produce Unitized Substances through any w e l l 
d r i l l e d or operated by i t . I f any Working I n t e r e s t Owner d r i l l s any well i n t o 
or through the Unitized Formation, the Unitized Formation s h a l l be protected 
i n a manner s a t i s f a c t o r y t o Working I n t e r e s t Owners so that the production of 
Unitized Substances w i l l not be affected adversely. 

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working I n t e r e s t Owner represents and 
warrants t h a t i t i s the owner of the respective working i n t e r e s t s set f o r t h 
opposite i t s name i n E x h i b i t "B" of the Unit Agreement, and agrees to 
indemnify and hold harmless the other Working I n t e r e s t Owners from any loss 
due to f a i l u r e , i n whole or i n p a r t , or i t s t i t l e to any such i n t e r e s t , except 
f a i l u r e of t i t l e a r i s i n g out c f Unit Operations; however, such indemnity and 
any l i a b i l i t y f or breach of warranty s h a l l be l i m i t e d to an amount equal to 
the net value t h a t has been received from the sale or receipt of Unitized 
Substances a t t r i b u t e d t o the i n t e r e s t as to which t i t l e f a i l e d . Each f a i l u r e 
of t i t l e w i l l be deemed to be e f f e c t i v e , insofar as t h i s Agreement i s 
concerned, as of 7:00 a.m. on the f i r s t day of the calendar month i n which 
such f a i l u r e i s f i n a l l y determined, and there s h a l l be nc r e t r o a c t i v e 
adjustment of Unit Expense, or r e t r o a c t i v e a l l o c a t i o n of Unitized Substances 
or the proceeds therefrom, as a r e s u l t of t i t l e f a i l u r e . 

13.2 F a i l u r e Because of Unit Operations. The f a i l u r e of t i t l e of any 
Working I n t e r e s t i n any Tract because of Unit Operations, in c l u d i n g 
nonproduction from such Tract, s h a l l not change the Unit P a r t i c i p a t i o n of the 
Working I n t e r e s t Owner whose t i t l e f a i l e d i n r e l a t i o n to the Unit 
P a r t i c i p a t i o n s of the other Working I n t e r e s t Owners at the time of the t i t l e 
f a i l u r e . 
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ARTICLE 14 

LIABILITY, CLAIMS, AND SUITS 

14.1 I n d i v i d u a l L i a b i l i t y . The duties, o b l i g a t i o n s , and l i a b i l i t i e s of 
Working I n t e r e s t Owners s h a l l be several and not j o i n t or c o l l e c t i v e ; and 
nothing herein s h a l l ever be construed as creating a partnership of any kind, 
j o i n t venture, association, or t r u s t among Working I n t e r e s t Owners. 

14.2 Settlements. Unit Operator may s e t t l e any single damage claim or 
s u i t i n v o l v i n g Unit Operations i f the expenditure does not exceed F i f t e e n 
Thousand Dollars ($15,000.00) and i f the payment i s i n complete settlement of 
such claim or s u i t . I f the amount required for settlement exceeds the above 
amount, Working I n t e r e s t Owners s h a l l assume and take over the f u r t h e r 
handling of the claim or s u i t , unless such a u t h o r i t y , i s delegated to Unit 
Operator. A l l costs and expense of handling, s e t t l i n g , or otherwise 
discharging such claim or s u i t s h a l l be an item of Unit Expense. I f a claim 
i s made against any Working I n t e r e s t Owner or i f any Working I n t e r e s t Owner i s 
sued on account of any matter a r i s i n g from Unit Operations over which such 
Working I n t e r e s t Owner i n d i v i d u a l l y has no control because of the r i g h t s given 
Working I n t e r e s t Owners and Unit Operator by t h i s Agreement and the Unit 
Agreement, the Working I n t e r e s t Owner s h a l l immediately n o t i f y Unit Operator, 
and the claim or s u i t s h a l l be treated as any other claim or s u i t i n v o l v i n g 
Unit Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 I n t e r n a l Revenue Provision. Notwithstanding any provisions herein 
t h a t the r i g h t s and l i a b i l i t i e s of the p a r t i e s hereunder are several and not 
j o i n t or c o l l e c t i v e , or t h a t t h i s Agreement and operations hereunder s h a l l net 
c o n s t i t u t e a partnership, i f f o r Federal income tax purposes t h i s Agreement 
and the operations hereunder are regarded as a partnership then each of the 
p a r t i e s hereto elects to be excluded frcm the a p p l i c a t i o n of a l l of the 
provisions of Subchapter K, Chapter 1, S u b t i t l e A, of the I n t e r n a l Revenue 
Cede of 1954, as permitted and authorized by Secticn 761 of the Code and the 
regulations promulgated thereunder. Unit Operator i s hereby authorized and 
directed to execute on behalf of each of the parties hereto such evidence of 
t h i s e l e c t i o n as may be required by the Secretary of the Treasury of the 
United States or the Federal I n t e r n a l Revenue Service, including s p e c i f i c a l l y , 
but not by way of l i m i t a t i o n , a l l of the returns, statements, and the data 
required by Federal Regulations 1.761-i(a). Should there be any requirement 
th a t each party hereto f u r t h e r evidence t h i s e l e c t i o n , each party hereto agrees 
to execute such documents and f u r n i s h such other evidence as may be required 
by the Federal I n t e r n a l Revenue Service or as may be necessary to evidence 
t h i s e l e c t i o n . Each party hereto f u r t h e r agrees net to give any notices or 
take any other action inconsistent with the e l e c t i o n made hereby. I f any 
present or f u t u r e income tax laws of the state or states i n which the Unit 
Area i s located, or any f u t u r e income tax of the United States, contain 
provisions s i m i l a r t o those i n Subchapter K, Chapter 1, S u b t i t l e A, of the 
I n t e r n a l Revenue Code of 1954, under which an e l e c t i o n s i m i l a r to that provided 
by Section 761 of the Code i s permitted, each of the p a r t i e s agrees to make 



such e l e c t i o n as may be permitted, or required by such laws. I n making t h i s 
e l e c t i o n , each of the p a r t i e s states t h a t the income derived by such party 
frcm the operations under t h i s Agreement can be adequately determined without 
the computation of partnership taxable income. 

15.2 Statutory U n i t i z a t i o n . I f working I n t e r e s t Owners owning at least 
seventy-five percent (75%) of the Unit P a r t i c i p a t i o n have become p a r t i e s to 
t h i s Agreement and i f Royalty I n t e r e s t Owners owning at lea s t seventy-five 
percent (75%) of the Royalty I n t e r e s t have become p a r t i e s hereto, the Unit 
Operator may make a p p l i c a t i o n t o the New Mexico O i l Conservation D i v i s i o n of 
the Energy and Minerals Department f o r st a t u t o r y u n i t i z a t i o n of the 
uncommitted i n t e r e s t s . 

ARTICLE 16 

NOTICES 

16.1 Notices. A l l notices required hereunder s h a l l be i n w r i t i n g and 
s h a l l be deemed t o have been properly served when sent by mail or telegram to 
the address cf the representative of each Working I n t e r e s t Owner as furnished 
to Unit Operator i n accordance w i t h A r t i c l e 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. A Working I n t e r e s t Owner may withdraw frcm t h i s 
Agreement by t r a n s f e r r i n g , without warranty of t i t l e , e i t h e r express or 
implied, t o the other VJorking I n t e r e s t Owners, a l l i t s O i l and Gas Rights, 
exclusive of Royalty I n t e r e s t s , together with i t s i n t e r e s t i n a l l Unit 
Equipment and i n a l l wells used i n Unit Operations. The instrument of 
tr a n s f e r may be delivered t o Unit Operator for the transferees. Such t r a n s f e r 
s h a l l not r e l i e v e the Working I n t e r e s t Owner frcm any o b l i g a t i o n or l i a b i l i t y 
incurred p r i o r t o the date of the deli v e r y of the instrument of t r a n s f e r ; 
however, the tender has to be accepted unless Working I n t e r e s t Owners decide 
w i t h i n ninety (90) days t o terminate the Unit. The i n t e r e s t transferred s h a l l 
be owned by the transferees i n proportion t o t h e i r respective Unit 
P a r t i c i p a t i o n s then i n e f f e c t . The transferees, i n proportion to the 
respective i n t e r e s t s so acquired, s h a l l pay tr a n s f e r o r , f o r i t s i n t e r e s t i n 
Unit Equipment, the net salvage value thereof as determined by Working 
I n t e r e s t Owners. I n the event such withdrawing party's i n t e r e s t i n the 
aforesaid f a i r salvage value a f t e r deducting the estimated cost of salvaging 
same i s less than the withdrawing party's share of the estimated cost of 
plugging and abandoning a l l wells then being used or held for Unit Operations, 
then the withdrawing p a r t y , as a condition precedent to withdrawal, s h a l l pay 
in cash to the party or p a r t i e s succeeding t c i t s i n t e r e s t a sum equal to the 
deficiency. A f t e r the date of deli v e r y of the instrument of tra n s f e r , the 
withdrawing Working I n t e r e s t Owner s h a l l be relieved from a l l f u r t h e r 
o b l i g a t i o n s and l i a b i l i t y hereunder and under the Unit Agreement, and the 
r i g h t s of such Working I n t e r e s t Owner hereunder and under the Unit Agreement 
s h a l l cease ins o f a r as they existed by v i r t u e of the i n t e r e s t transferred. 
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ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. I f Working I n t e r e s t Owners decide tc 
permanently abandon any w e l l w i t h i n the Unit Area p r i o r t o termination of the 
Unit Agreement, Unit Operator s h a l l give w r i t t e n notice thereof to the VJorking 
I n t e r e s t Owners of the Tract on which the w e l l i s locat-d, and they s h a l l have 
the option f o r a period of ninety (90) days a f t e r the sending of such notice 
to n o t i f y Unit Operator i n w r i t i n g of t h e i r e l e c t i o n to take over and own the 
w e l l . Within ten (10) days a f t e r the Working I n t e r e s t Owners of the Tract 
have n o t i f i e d Unit Operator of t h e i r e l e c t i o n t o take over the w e l l , they 
s h a l l pay Unit Operator, f o r c r e d i t to the j o i n t account, the amount 
determined by Working I n t e r e s t Owners t o be the net salvage value of the 
casing and equipment i n on the w e l l . The Working I n t e r e s t Owners of the 
Tract, by taking over the w e l l , agree t o seal o f f the Unitized fcrmatxon, and 
upcn abandonment to plug the v/ell i n compliance with applicable laws and 
regulations. 

18.2 Plugging. I f the Working I n t e r e s t Owners of a Tract do not elect to 
take ever a v/ell located w i t h i n the Unit Area t h a t i s proposed f o r 
abandonment, Unit Operator s h a l l plug and abandon the well i n compliance w i t h 
applicable laws and regulations. 

ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 E f f e c t i v e Date. This Agreement s h a l l become e f f e c t i v e when the 
Unit Agreement becomes e f f e c t i v e . 

19.2 Term.. This Agreement s h a l l continue i n e f f e c t so long as the 
Unit Agreement remains i n e f f e c t , and the r e a f t e r u n t i l (a) a l l Unit wells have 
been plugged and abandoned or turned over to Working I n t e r e s t Owners i n 
accordance '.vith A r t i c l e 20; (b) a l l Unit Equipment and re a l property acquired 
f o r the j o i n t account have been disposed of by Unit Operator i n accordance 
w i t h i n s t r u c t i o n s of Working I n t e r e s t Owners; and (c) there has been a f i n a l 
accounting. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upon termination of the Unit Agreement, the f o l l o w i n g 
w i l l occur: 

20.1.1 O i l and Gas Rights. O i l and Gas Rights i n ana ro each 
separate Tract s h a l l no longer be affected by t h i s Agreement, and 
the r e a f t e r the p a r t i e s s h a l l be governed by the terms and previsions 
cf the leases, contracts and other instruments a f f e c t i n g the separate 
Tracts. 
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20.1.2. Right t o Operate. VJorking I n t e r e s t Owners of any 
t r a c t t h a t desire to take over and continue to operate wells 
located thereon may do so by paying Unit Operator, f o r c r e d i t to 
the j o i n t account, the net salvage values, as determined by 
Working I n t e r e s t Owners, of the casing and equpment i n and on 
the wells taken over and by agreeing upon abandonment to plug 
each w e l l i n compliance w i t h applicable laws and regulations. 

20.1.3 Cost of Abandonment. The cost of abandonment of 
Unit Operations s h a l l be Unit Expense. 

20.1.4 D i s t r i b u t i o n of Assets. Working I n t e r e s t Owners s h a l l 
share i n the d i s t r i b u t i o n of Unit Equipment, or the proceeds 
thereof, i n p r o p o r t i o n to t h e i r Unit P a r t i c i p a t i o n s . 

ARTICLE 21 

.EXECUTION 

21.1 O r i g i n a l , Counterpart, or other Instrument. An owner of a 
VJorking I n t e r e s t may become a party tc t h i s Agreement by signing the o r i g i n a l 
of t h i s instrument, a counterpart thereof, or other instrument agreeing to 
become a party hereto. The signing of any such instrument s h a l l have the sar. 
e f f e c t as i f a l l p a r t i e s had signed the same instrument. 

ARTICLE 22 

SUCCESSORS AND ASSIGNS 

2 2.1 Successors and Assigns. This Agreement s h a l l extend t c , be bindinc 
upcn, and inure t o the b e n e f i t of the p a r t i e s hereto and t h e i r respective 
h e i r s , devisees, l e g a l representative, successors, and assigns, and s h a l l 
c o n s t i t u t e a covenant running w i t h the lands, leases, and i n t e r e s t s covered 
hereby. 

No party hereto s h a l l assign or convey less than his e n t i r e i n t e r e s t i n 
any Tract committed hereto unless such leased i n t e r e s t , i f any, i s an 
undivided i n t e r e s t i n such e n t i r e t r a c t ; and, should any i n t e r e s t committed 
hereto be or become owned by three (3) of more p a r t i e s , then a l l of such 
p a r t i e s s h a l l be obligated t c appoint a single agent to represent such 
i n t e r e s t f o r the purpose of accepting b i l l i n g s and receiving payments, i f any-
a r i s i n g hereunder, or under the Unit Agreement, and fo r vote upon any matter 
which i s the subject of determination of by the Working I n t e r e s t Owners. 

IN WITNESS WHEREOF, the pa r t i e s hereto have executed t h i s Agreement on 
the dates opposite t h e i r respective signatures. 

YATES DRILLING COMPANY 
Unit Operator ,a-nd Working I n t e r e s t Owner 



SIGNATURE PAGE ATTACHED TO AND MADE A PART OP UNIT OPERATING AGREEMENT 
COVERING CATUS (QUEEN) UNIT, CHAVES COUNTY, NEW MEXICO. 

STATE OF NEW MEXICO ) 
: SS 

COUNTY OF EDDY ) 

The foregoing instrument 
of November, 1989 by Peyton Yates, 
COMPANY, a New Mexico corporation, 

My commission expires: 
March 1, 1990 

was acknowledged before me t h i s 6th day 
Attorney-in-Fact f o r YATES DRILLING 
on behalf of said corporation. 

/ l l Cj . ... . . '--y Cj}?-*- { c - " 
Notary Public 



EXHIBIT "E" 

TO UNIT OPERATING AGREEMENT 

FftOFuSbD CACTUS QUEEN 
STATUTORY UNIT 
CHAVES CO., MH 

[PARTICIPATION FRACTION [PARTICIPATION FRACTION [PARTICIPATION FRACTION [PARTICIPATION FRACTION 

0.700000 [',!!!! 0.050000 0.250000 1.000000 
== === ====="==== = :;==== = =============== ========== 

[ CUMULATIVE OIL PROD. HAY. JUNE 4 JULY 1989 ORIGINAL OIL IN PLACE 

•; 
THRU JULY 1939 (BBLS) PRODUCTION ( BBLS! iBELSl 

i WELLS ============== ============ =========== ============ UNIT PARTICIPATION 

_: AHOUNT ! 
i 

FRACTION I AHOUNT ! FRACTION AMOUNT FRACTION 

1 [Garner Fed. 17 ! 23,829 0.122941 ! 198 0.103791 
============ 
I 333.180 0.21856? ! 0.146141 

1 a IGarner Fed. 119 i 21.039 0.103547 ! 116 0.063736 1 27,416 0.017935 i O.CS3666 
1 tiSE/'Nt 34-123-31E 1 0 0.000000 J 0 0.000000 1 20.433 0.013437 [ 0.003359 
2 IBurkitt Fed. 13 ! fa,105 0.031498 ! 75 0.041209 [ 153,740 0.104135 0.050142 
2 alM/Nvi 34-12S-31E I 0 0.OOOOOO 0 0,000000 i 39,371 0.025828 0.006457 
;3 [DeLuna Fed. 13 ! 12,305 0,066065 i 102 0.056044 15i,l£8 0.102461 I 0.074663 
!4 IGallagner St. sl ! 19,544 0,100344 ! 194 0.106593 ! 63,018 0.041340 ! 0.036256 
15 [Apache "27" St. #1 i 19,6i3 0.101216 94 0.051648 1 120,037 0.078745 ! 0,093120 
;5 a.'Apache "27' St. .2 I 6,755 0.034551 ! 56 0.030769 I 24,152 0.015344 ! 0.029395 
bISW/SW 27-12S-31E [ 0 0.000000 1 0 0.000000 ! 24,547 0.016103 1 0,004026 

it IDoyai l i ; 45,211 0.233258 1 533 0.295604 ! 302,899 0.198704 ! 0.227737 
17 [Doyal n 33,613 0.173420 1 407 0.223626 204,277 0.134007 [ 0.165077 
13 IDo/al *3 1 0 0.000000 ! 0 0,000000 8,644 0.005302 ! 0.001450 

19 !Doyal 14 1 5,303 0.027360 [ 40 0.021973 1 41,219 0.027040 ! 0.027011 

193,824 1.OOOOOO 1,820 1,000000 I 1,524,371 1.000000 1 1.000000 



C EXHIBIT " F C 

Attached to :,mi.„,adr.n of l l n i *t Opnratinq Aqrcoitient 
Cactus .(.Queenl.Unit ,....Chaves....CQun.ty., ._Ke.w...Mex.x.cQ_ 

l:il! II', 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I. OUNLltAL rnovisioNs 
1. Definit ions 

"Joint Pi o p e r l \ s h a l l mean the real and personal properly subject lo the agreement tu wl i ie l . l l t L Accounting 
Procedure is attached. 

"Joint Operations" shall mean al l operations necessary or proper for thc development, operation, protection nnd 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the- charges paid and credits received in the conduct of the Joint 
Operations and which are lo be shared by the Parties. 

"Operator" shall mean the party designated to conduct the Joint Operations. 

'•Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

"p i r s l Level Supervisors" shall mean those employees whose pr imary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property it, a f ie ld operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, (enlngicnl or oilier 
professional skills, and whose pr imary function in Joint Operations is the handling of specilic operating condi­
tions and problems, for thc benefit of thc Joint Property. 

"Personal Expenses" shall 'mean travel nnd other reasonable reimbursable expenses of Operator's employees. 

"Mater ia l " shall mean personal property, equipment or supplies acquired or held for use on the Joint Propei ly . 

"Controllable Mater ia l" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Bil l ings 

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for llic preceding month. Sueh bills w i l l be accompanied by statements which ident i fy th..- author­
i ty for expenditure, lease cr fac i l i ty , and all-charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately ident i f ied and f u l l y described in detail. 

3. Advances nnd Payments by Kon-Opcrntois 

Unless otherwise provided fo r in the agreement, the Operator may require thc Non-Operators to advance their 
share of estimated cash outlay (or the succeeding month's operation. Operator shall adjust each monthly b i l l ing 
to reflect advances received f r o m thc Non-Operators. 

Each Non-Operator shall pay its proportion of all bills w i t h i n f i f teen (JS) days after receipt. I f payment is not 
made w i t h i n such time, the unpaid balance shall hear mterest monthly at the rale of twelve percent ( ) 2 \ " ) per 
annum or the maximum contract rate pennit ted by thc applicable usury laws in the state in v.hich the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection w i t h 
tlic collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or questiun the correct­
ness thereof; provided, however, all bills and .statements rcndeied to Non-Opci alors by Operalor dur ing any 
calendar year shall conrlusivcJy be presumed to Le true and correct after t w e n l y - f o u r (21) months fo l lowing 
Ihe end of any such calendar year, unless w:t!:m the said twenty- four (IM) mouth period a Non-Operator takes 
wr i t ten exception thcieto and makes claim on Operator for adjustment. No adjustment favorable tn Operator .-.hail 
be made unless i l is made w i t h i n the same pusenbed period. The provisions of Ihis paragraph shall not prevent 
adjustments resulting f rom a physical inventory o.' Controllable .Material as provided foi in Section V. 

5. Audits 

A . Non-Operator, upon notice in w r i t i n g lo Operator and al l other Non-Opcialoi s. shall have thc right to audit Ope­
rator's ac counts and records i elating to the Joint Account lor any calendar year w i t h i n tin- twen ty - fou r (21) mi,nth 
period fo l lowing l l " - end of such calendar year: provided, however, '.he mal.ing of r.n audi', shall not extend the 

* l ime (or the taking ol wr i t t en exception to and tin.- adjustments cl accounts as pmvided for in Pa'.n-.i apli -I nf this 
Section 1. Where '.here are two or mon- No.i-Ope, aim s, the N'on-Opei.-ilors shall make every i c.-.sonaHe e f f n u in 
condii.-t jo in t or simultaneous audits m a maimer which w i l l lesuit in a min imum nl i iuonvemoncc to the O p u a -
tor. Opeiator shall hear no portion of the Non-Opcralois ' audit cost inc l ined under this paragraph unless agreed 
to l.y I he Operator. 

C. Anp iova l by N o i i - O p c n l o i s 

When- an approval or other agreement of t h - Parti;-:; or N'un-Operators is expressly ie i | i i in -d under olher sec­
tions of this Aermii i t ing I ' loceuoie and i f tla- aei ivim-nl to whu h t l . i , Aee,,unting I 'm , edu : : i - at!ai hed conl:,ins 
no o n l ' a i y piovisions in I ' g ' n d then. In. I V ' i i a t . i r shall no t i fy . i l l No;,-Op. i alo: s id Ihi Operator's |>inpn>al, ami 
tho agieeniMil or ;,ppi oval of a m a j o i i l y in in'.cuv.l ol ti.e N o i i - l •,• -i atoi s .-hail I , , con l in l i ing on al l .\'on-Ope, ;,-
tors. 
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o::n" 

i r . DIKICCT C! IA KG ICS 

Operalor shall charge t h " Joint Account w i th the fo l lowing items: 

1. l tcnluls nnd Uoyalt irs 

J.cas-e rentals nnd royalties paid hy Operator for the Joint Operations. 

2. Lubor 

A. (1) Salaries and wages of Operator's f ie ld employees direct ly employed on thc Joint Pro|>erly in thc conduct 
ot Joint Operations. 

(2 ) Salaries of Fiist Level Supervisors in thc f ie ld . 

(3 ) Salaries and wages of Technical Employees directly employed on the Joint Properly i f such charges are 
excluded f r o m the Overhead rales. 

13. Operator's cost of holiday, vacation, sickness and disabili ty benefits and other customary allowances paid lo 
employees whose salaries and wages arc chargeable to the Joint Account under Paragraph - A of this Section 
I f . Such costs under this Pa raguph -15 may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable lo the Joint Account under Paragraph 2A o l this 
Section I I . I f percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Xxpcndi lurcs or contributions made pursuant to assessments imposed by governmental author i ty which are 
applicable to Operator's costs chargeable, to the Joint Account under Paragraphs 2A and 21? of this Sec­
tion I I . . 

D. Personal Expenses of those employees whose salaries nnd wages are chargeable lo the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group l i fe insurance, hospitalization, pension, re­
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a l ike natuie. applicable to Operator's labor ! 
cos! chargeable lo thc Joint Account under Paragraphs 2A and 2B of tiiis Section I I shall be Operator's actual 

cosi not lo exceed iweniy per cent (20-;n. or percentage most r ecen t ly recommended by COPAS. 
i . Material | 

Materia! purchased or furnished by Operator for use on the Joint Property as provided under Section I V . Oolv 
such M a l c i i a l shall be purchased lor or transferred to the Joint Property as may be required fo r immediate use ' 
and is reasonably practical and consistent w i th eff icient and economical operations. The accumulation of m r - ! 
plus stocks shall be avoided. 

5. Transportation 

Transportation of employees and Material necessary for thc Joint Operations but subject lo ihe fo l lowing l im i t a ­
tions: 

A . I f Material is moved lo the Joint Property f rom the Operator's warehouse or olher properties, no rharge shaCl 
be made to the Joint Account for a distance greater than thc distance f r o m Ihe nearest reliable supply .'.ton.-, 
recognized barge terminal , or rai lway receiving point where l ike maleri . i l is normally available, unless agreed 
lo by the Parties. 

B. )f surplus Materia! is moved to Operator's warehouse or other storage point, uo charge shall be made lo the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recorni /cd barge 
terminal , or rai lway receiving point unless agreed to by the Parlies. Ko charge shall be made lo the Joint A c ­
count for moving Materia! to other properties belonging to Operator, unless agreed to by the Pai ties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of aciual gross t ruck ing cosl 
of $200 or Jess excluding accessorial charges. 

C. Services 

The cosl of contract services, equipment and utili t ies provided by outside sources, except servicer excluded L-v 
Paragraph 9 of Section I I and Paragraph 1. i i of Section 111. The cost of prolessional consultant services and con­
tract services of technical personnel directly engaged on the Joinl Property i f such charges are excluded f r o m the 
Overhead rales. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Properly shall not be charged lo the Joint Account unless pievioush- ag.ieeci to by 
thc Parties. 

7. rCcpiipinc-nt ami I ' . icil i t ics I-'urnishcJ by Operator 

A. Operalor shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate w i t h io.,is of owneiship and operation. Such rales shall include costs of maintenance, lcpairs, other 
opcraling expense, insurance, laxes. dep: cciatiun. and interest on investment not to exceed eight per cent ( I ' . ' i ) 
por annum. Such rates shall not exceed average commercial rales cur i e i i l ly prevailing in the immediate area 
of thc Jo in l Propci ly . 

] ) . . In lieu of charges iu Paragraph 7A above, Operalor may elect lo use average commercial rales prevailin,- in 
Die immediate aiea of Ihe Joint P iopei iy less 2 0 ' ; . For automotive equipment. Operator may elect lo use laics 
published by the Pelioleum Motor T ian .po r l Association. 

t j . n.un.igcs and Losses In Joint Properly 

A l l costs or expenses necessary for the repair or ieplacement of Join! Piopcrty made necessary because of l i n e ­
ages or l,,s,es incurred by Inc . tiood. slm in. I h c l l , accident, or olhc r c auso, r-:cvp\ Ua.so resull.ng f rom Opeiatcr 's 
gross negligence or w i l l l u l misconduct. Operator shad !u: nish .\'nu-Oj>ci ater wr i t ten notice of damages or losses 
inc l ined a., soon as practicable af lei a n-poi l theieof has been received by Operat.>i. 

S. Legal L.-.pciisc 

h'spciise of handling, mvcsl igalmg and settling li t igation or claims-, discharging of l i , - , , - ; . payment of judgment-, 
and amount., paid fo: -el t lc inenl ot claims mc .u icd in or lesulln,;; f .oui op,.,a!ions uml.-i. Ihe ngiccmcnl or 
nece..-...iy to p,olert or iccover the Joint 1 ' ioy . i ty , except that no ( har,.e for .-an i , cs of Operator.-. le, . ; , l staff 
oi fees or espcn.c of oalride ; . l l o i ncys shall be made m i l . : : , previously agu-ed lo by t|, , . p.M | :es. A l l r.ih.-r l .eal 
e.-.p« o:e I . i nnsideivii to hi- lovc ted by the ow-mead | ' l OVI .I.JI.S of Section 111 unless otherwise ague J lo by tbe 
Tal l ies , exrcpl as piovi . led in .Section i , Paiagiaph J. 



^ " bill iii) 
- W. Tuxc i 

r A l l taxes of every k i iu l und nature assessed or levied upon or In connection w i t h Uie Joint Property, Die opera­
tion thereof, or the production therefrom, und winch taxes liuve been paid by tbe Operator for l l ic benefit ul Ihe 
Panics. 

11. l i iMirnnco 

Net premiums paid for insurance required lo be carried for the Join l Operations for the protection of the Par­
lies, l n the event Joint Operations are conducted in a stale in which Opoialor may act as self-insurer for W o r k ­
men's Coni|H.-iisatioii and.or Employers L iab i l i ty under Ihe respective state's laws. Operator may, at its election, 
include the risk under its self-insurance program and in thai event, Operalor shall include a charge at Operator's 
cosl not to exceed manual rates. 

12. Other Expenditures 

Any olher expenditure nol covered or deaR w i t h in Ihe foregoing provisions of this Section 11. or in Section 111, 
nnd which is incurred by thc Operalor in the necessary and proper conduct of the Joint Operations. 

I I I . O V E R H E A D 

1. Overhead - D r i l l i n g nnd Producing Operations 

i . As compensation for administrative, supervision, off ice services and warehousing costs. Operator shall charge 
d r i l l i n g and producing operations on cither: 

( X ) Fixed Rate Basis, Paragraph I A , or 

( ) Percentage Basis, Paragraph I B . 

Unless otherwise agreed lo by Ihe Parlies, such charge shall be in lieu of costs and expenses of al l offices j 
and salaries or wages plus applicable burdens and expenses of all personnel, except those d i iec t ly chargeable j 
under Paragraph 2A, Section I I . The cosl and expense of services f i o m outside sources in connection w i t h I 
matters of taxation, t ra t f ic , accounting or matters before or involving governmental agencies shall be cousidei.'d j 
as included in the Overhead rales provided for in the above selected Paragraph of Ihis Secuon 111 unless such j 
cosl and expense arc agreed lo by the Parlies as a direct charge to the Joinl Account. • 

i i . The salaries, wages and Personal Expenses of Technical Employees and.or the cosl of professional consultant ! 

services and contract services of technical personnel directly employed on Ihe Joint Property shall ( ) shall I 

nol { / { ) be covered by the Overhead rates. " " 

A. Overhead - Fixed Rale Basis 

(1) Operator shall charge the Joint Account at the fo l lowing rates per wel l per month : 

D r i l l i n g Well Rate $ 3 5 5 0 . 0 0 

Producing Wel l Rale $ 3 5 5 , 0 0 . . 

(2) Appl icat ion of Overhead - Fixed Rate Basis shall he as fol lows: 

(a) D r i l l i n g Well Rate 

[ 1 ] Charges for onshore d r i l l i ng wells shall begin on the date thc wel l is spudded and terminate on I 
the dale the d r i l l i ng or completion r ig is released, whichever is later, except that no charge shall j 
be made during suspension of d r i l l i ng operations for f i f teen (15) or more consecutive days. j 

[ 2 ] Charges for offshore d r i l l i ng wells shall begin on the date when d r i l l i n g or completion equipment | 
arrives on location and terminate on the dale the dr i l l ing or completion equipment moves o f f loca- j 
l ion or r ig is released, whichever occurs f irs t , except that no charge shall be made dur ing suspen- j 
sion of d r i l l i n g opcialions for t i f l c cn ( l f j ) or more consecutive days 

[ 3 ) Charges for wells undergoing any type of workover or recompletion for a period of f ive (fr) con- i 
sccutive days or more shall be made at thc d r i l l i ng wel l rale. Such charges shall be applied for I 
the period f rom date workover operations, w i th r ig . commence through date of r ig release, except | 
that no charge shall be made during suspension of operations for f i f t een ( l a ) or more consecutive ' 
days. 

(b) Producing Wel l Rates 

[ 1 ] An active wel l cither produced or injected into for any portion of tbe month shall be considered 
as a one-well charge for the entire month. 

[?.] Each active completion in a multi-completed well in which production is nol commingled down I 
hole shall be considered as a one-well charge providing each completion is considered a separate I 
well by the governing regulatory authori ty. i 

[.')] An inactive gas well shut in because of overproduction or fai lure of pttichaser lo take the p ioduc- j 
lion shall be considered as a one-well charge providing the gas wel l is ducc t ly connected to a per­
manent sales outlet. j 

[ 1 ] A one-well charge may be made for the month in which plugging and abandonment operations | 
arc completed on any wel l . 

| I i ] A l l other inactive wells ( including but not limite d to inactive well: ; covered by u n i l allowable, 
lease allowable, l i a n s f e i i c d allowable, etc.) shall nol qua l i fy for au oveibead charge. 

(3) Thc wel l rates shall be adjusted as of the first day of A p r i l each year fo l lowing the effect ive dale of the 
a g i c r i i u t i l to which l l i is Accounting Pioccduie is attached. The adjustment shall be computed by m u l t i - i 
p ly ing the rale c . n i c i i l l y in use by the perrenlage im-rcasc or dcciea.-e iu Hie aveiage weekly earnings of | 
Ciude Pcti oleum and Oas I ' i odocl ion V.'oikeiS for the last calendar year lo inpa icd lo Ihe cal • l ido year I 
piccoding as shown by the index of average weekly l a imngs ol Ol ode Petroleum and Cas Field.: I ' m lu r - i 
l ion V.'oikors as published hy Ihe l ln i l ed Stale.. Depai to.cut of Labor, Bureau of Labor Statistics, or the : 
equivalent Canadian index as pubh.-hod hy Slain.lies Canada, as applicable. The adjusled late:, shall be | 
the rales i t i r i c n l l y m use, plus or minus the computed adjustment. 

I 



Uui Inj 
I). Overln-ael - Pciecnla is 

(1) Operator shall chai jy the Joint Account al the following rales: \ 

(n) Development 

.Percent ( r / i ) of the cost ot Development of thc Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I und nil salvage credits, 

(b) Operating 

.Percent ( ;U) of the cost of Operating the Joinl Properly exclusive of costs provided 
under Paragraphs 1 and 9 of Section 11. all salvage rredits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min­
eral interest in and to the Joint Piue-erly. 

(2) Application of Overheat! - Percentage Basis shall be as follows: 
Ko.- the purpose of determining charges un a percentage basis under Paragraph l i t of this Section I I I . de­
velopment shall include all costs in connection with drilling, rednlling, doeix-ning or any remedial otvra-
lions on any ur all wells involving Ihe use of drilling ciew and equipment: also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning, when the well is not com­
pleted as a producer, and original cosl of construction ur installation of fixetl assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major 0: is l r jc t ic :» as :V; r.ed in 
Paragraph 2 of this Section I I I . A l ! other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the devcl.ipmcui and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, oi shall 
charge the Joint Account for Overhead based on the following rates for anv Major Ounsliucliou project in excess 
of ?-25_,000 : 

A. £ _ 7< of total costs if such costs arc more than $.25,000 but less th-.m S_!00,0QQ ; plus 
B. — § , r,'c of total costs in excess of $JPO,000_ but less than $1,000,000; plus 
C. _ J i 7r of total costs in excess of $1,000,000. 

Tola) cosl shall mean the gross cost of any one project. For the purpose of this paragraph, the'component parts 
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded. 

3. Amendment of Kates 

The Overhead rates provided for in Ihis Section I I I may be amended from time lo time only by mutual agreement 
between the Paities hereto if, in practice, thc rales are found to-be insufficient or excessive. 

iv. rnicixc; OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND msr OSITIONS 

Operalor is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting Die Joint Properly. Operator shall provide all Material for use on the Joint Property: how­
ever, at Operator's ojition, such Material may be supplied by the Nnn-Opernlor. Operator shall make timely u:sjiasil:o:i 
of idle and/or surplus Material, such disposal being made either through sale lo Operator or Non-Operator, division m 
kind, or sale lo outsiders. Operator may purchase, but shall bo under no obligation lo purchase, interesl of Non-Opci ;.-
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor shall be agreed lo by the Paities. 

1. Purchases 

Material purchased shall be charged at the price paid by Operalor after deduction of all discounts received. In case 
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to llic Joint 
Account when adjustment has been received by ihe Operator. 

2. Transfers and Dispositions 

Material furnished lo the Joinl Property and Material transferred from Ihe Joint Property or disposed of bv the 
Operalor, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of ra-ih dis­
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced at Ihe current new price in effect on date of movement ou a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the Inv est 
published juice f.o.b. railway receiving point or recognized barge terminal nearest the Joint Pionvrtv 
where such Matei ia! is normally available. 1 

(2) Line Pipe 

(a) Movement of less than .10,000 pounds shall be priced at ihe current new price, in effect it date of 
movement, as listed by a reliable supply store nearest the Joint Propeily wheie such Material is nor­
mally available. 

(b) Moveme nt of 30.000 pounds or more shall be priceel under provisions of tubular gooels pi icing in Para­
graph 2A (1) of Ihis Section IV. 

(3) Other Material shall lie priced at the current new prie-c, in effect at dale of inoveini-nt. .K listctl bv a lehabl -
* supply ste.ie or f.o.b. railway icceiving point nearest the Joinl Propeily where such Material is iionii.illv 

available. 

U. (,'ood Used Maleiial (Condition IJ) 

Mate rial in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Malt rial moved to Ihe Joinl Prope i ty 
(a) Al si-venly-five pen-en! (IDM ) of current new price, as tied i-mined by Paragraph 2A tif this Si-clan. IV. 

(2) Material mo-.i-i! from I be Joinl Piopcrly 

(a) Al rove nly-five pe-rcent (7.V,) ol ( iini-iil new price, a. eh lei imi.eil by Paragraph 2A of this S' I I I M I /V, 
if Male-rial wa.; ui igmaliy charged lei the- Joinl Ai.cemnl as new Material or 



(b) at sixty-five p{ it (t'..V,' ) of current new price, ns dctermin/ .• Paragraph 2.\ of Hits Section 
IV, if Material ^.is migiually charged lo tin-Joint Account ns gniv .ised Material at seventy-five por-

* vent ("a1.; ) of cuncnl new price. 

The cost nf reconditioning, if any, shall be absorbed by Ihe Irnnsfcrriiu; properly. 

C. Oilier Used Material (Condiliun C and D) 

(1) 'Condition C 

Material which is not in sound and serviceable condition nnd not suitable for its original function until 
after reconditioning shall IH- priced at f i f ty percent (50'; ) of current new price as determined bv Para­
graph 2A of this Section IV. The cosl of reconditioning shall be charged lo the receiving property, pro­
vided Condition C value plus cost of reconditioning docs nol exceed Condition 11 value. 

(2) Condition IJ 

All oilier Material, including junk, shall he priced al a value commensurate with its use or al prevailing 
prices. Material no longer suitable for ils original pmpose but Usable for some other purpose, shall be 
prieeil on a basis comparable with thai of items normally used for such olher purpose. Operalor may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but condilion and or value of such Material 
is not equivalent to that which would justify a price as provided above may be specially priced as agreed lo by 
the Parlies. Such price should resuil in the Joint Account being charged with the value of Ihe service ren­
dered by such Material. 

E. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at Ihe rati; of fifteen cents (15f) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading eosts sustained, when 
aciual hauling cosl of such tubular goods arc equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shall be charged at applicable percentage of thc current knocked-down 
price of new Material. 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which thc Operator has no control, the Operator may charge the Joinl Account (or Un­
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. 
and in moving it lo Ihe Joinl Property: provided notice in writing is furnished lo~ Non-Operators of _ l l ie proposed 
charge prior to billing Non-Operators for such Material. Kach Non-Operator shall have thc right, hy so electing .?nd 
notifying Operator within len days alter receiving notice from Operator, to furnish in kind all or pari of Ins share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator docs not warrant the Material furnished. In rase of defective Material, credit shall no! he passed lo the 
Joint Account until adjustment has been received by Operator from thc manufacturers or their agents. 

V. INVENTORIES 

Thc Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals. Inventories shall be taken by Operator of thc Joint Account Controllable Material. 
Written notice of intention to take inventory shall be given by Operalor al least thirty (30) days before any inven­
tory is to begin ro thai Non-Operalors may be represented when any inventory is taken. Failure of Nun-Operators 
to be represented at an inventory shall bind Non-Operators to accept the invenloiy taken by Operator. 

2. ltecuncilialion and Adjustment of Inventories 

Reconciliation of a physical invenloiy with tbe Joinl Account shall be made, nnd a list of overages and shortages 
shall he furnished lo the Non-Operators within six months following the taking of the invenloiy. Inventory ad­
justments shall be made by Opeiator with the Joinl Account lor overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

.1. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property, l l shall 
be the duty of the parly selling to notify all other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both thc seller and the purchaser shall be governed by such inventory. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to thc Joinl Account unless agreed to by ihe 
Parlies. 



c c 
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 i n 
which operations w i l l be conducted, and - Employer's " L i a b i l i t y 
Insurance with l i m i t s of not less than $100,000.00 per employee. 

(B) Public L i a b i l i t y Insurance: 
Bodily Injury - $500,000.00 each occurrence. 

(C) Automobile Public L i a b i l i t y 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 j o i n t account for insurance premiums. Losses not covered by Operator's 
insurance (or by insurance required by this agreement to be carried for the 
benefit and at the expense of the parties hereto) shall be charged to che 
joi n t account. 


